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Abstract
We use empirical real option proxies – book to market ratio, idiosyncratic volatility, and return on
asset to examine the phenomenon that stocks with higher cash holdings earn higher future returns.
Specifically, we regress a firm’s cash holding on its real option proxies and define the predicted
value as the firm’s real option component of cash holding. We find that the change in firms’
aggregate real option component of cash holding negatively correlates with the concurrent and one
quarter ahead GDP growth rate. In addition, stocks with more negative sensitivity to innovation of
the aggregate real option component of cash holding earn higher future returns. We construct a
real option related cash holding factor (most negative factor loading portfolio minus highest factor
loading portfolio) and show that this factor can subsume the abnormal returns earned by higher
cash holding firms from the CAPM model. Our empirical results suggest that firms with higher
cash holding are more sensitive to innovation in aggregate real option component of cash holding
and therefore earn higher future returns. 
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Abstract
This paper analyzes the correlation between Fama-French portfolios with the model of Zhu and
Li(2013). Parameters are estimated by Maximum Likelihood Estimation (MLE). Sample period is
from 1926 to 2011. Likelihood Ratio test (LR) is employed for testing parameter restrictions.
Kolmogorov-Smirnov test (KS) is applied to check the residuals. Models are compared by Akaike
Information Criterion (AIC). Results show the model can capture the skewness, fat tailness and
asymmetric kurtosis of US stocks. And this model performs better than VAR-GARCH model of
Bauwens(1997) by AIC. With GARCH-type volatility and non-Normal error such as SSAEPD,
the estimate of correlation parameter is more close to the one calculated in descriptive statistics. 
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Abstract
Comparing the wealth change to shareholders around merger announcement, we test whether
conglomerate mergers produce higher gains to shareholders due to corporate coinsurance than
horizontal mergers. Conglomerate mergers show higher bidder, target, and size-weighted average
of bidder and target marginal tax rate than horizontal mergers on average. The higher marginal tax
rates in conglomerate mergers provide extra returns to combined shareholders. Investigating the
change in leverage and cash holdings after merger completion, we find higher marginal tax rates
of diversifying mergers help the consolidated firm to reduce cash holdings more but they do not
have an impact on the leverage change. 
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Abstract
Systemic risk of a banking system arises from cascading defaults due to interbank linkages. We
propose a model which distinguishes systemic risk from its drivers - systematic and idiosyncratic
risks. Systemic risk is characterised by systemic exposure and systemic fragility, corresponding to
the expected losses and pervasiveness of defaults respectively (under a stress scenario). The model
takes into account the banking network, asset-liability dynamics, inter-bank exposures and netting.
Using actual data for 15 British banks, we find that systematic shocks are more likely to drive
systemic risk, as opposed to banks idiosyncratic elements. We also demonstrate a method for
ranking banks according to systemic importance. 
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Abstract
This research project empirically identifies price jump phenomenon of heavily traded New
Zealand stocks focusing on the period of Global Financial Crisis in 2008. Specifically, this paper
tests the hypothesis that the price jump behaviour does not change during the recent financial
turbulence. To achieve this goal, we selected data on realized trades for 10 stocks and one ETF
(Exchange Trade Fund) from the Yahoo Finance & NZX50 database. These data span the period
from January 2008 to the end of July 2009, as the Global Financial Crisis in 2008 is generally
accepted to begin with the plunge of Lehman Brothers shares on September 9, 2008. We adopt
three models to examine the price jump phenomenon. The results reveal an increasing overall
volatility during the crisis. However, the hypothesis made above cannot be rejected, which means
there was no change for the behaviour of price jump in the data during the financial crisis. Overall,
it implies that the uncertainty among New Zealand stock market has increased during the crisis but
the structure of the uncertainty remains the same. 
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Abstract
This paper examines the effect of employee-protection legislation on firm's performance volatility.
I use inter-temporal variations in employment protection laws across 21 OECD countries and find
that pro-labor reforms are associated with an increase in the volatility of firm profitability as well
as a decline in firm Return on Asset (ROA). I find no significant effect on firm sales or asset
growth, suggesting that the positive relation of labor protection and firm volatility is essentially
explained by higher labor cost due to less flexibility of firms in their employees contracts and
dismissals. Consistent with the labor cost explanation, the paper shows that this positive relation is
more pronounced in firms performing in industries where labor is more important input of
production. In addition, the result is stronger for small firms with lower number of employees.
These results indicate that the lack of firms' flexibility in employees contract and dismissals due to
more stringent labor laws leads to higher fluctuations of firm profitability.  
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Abstract
After receiving tremendous public criticism due in part to the provocative media portrayal of its
CEO, in an article titled “Goldman’s boss: We do God’s work,” Goldman Sachs jumped up to
rank #2 in terms of the dollar amount spent on philanthropic contributions (PC, hereafter) in 2010.
Should a firm invest more in corporate social responsibility (CSR), such as PC, in response to
negative public opinion about the company? Using textual analysis of one million news articles
about the largest 100 firms in the US in terms of PC over 2000~2010, we find that firms
strengthen their CSR performance and spend more on PC when the public opinion about their
CSR is more negative with intensive media coverage. Moreover, the firms with higher ownership
by long term oriented institutional investors (Bushee, 1998) spend more on PC. In further analysis,
we find that negative tone in CSR news about the firm reduces its product market share. 
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Abstract
We present a model in which flat (cycle-independent) capital requirements are undesirable
because of shocks to bank capital. There is a rationale for countercyclical capital requirements that
impose lower capital demands when aggregate bank capital is low. However, such capital
requirements also have a cost as they increase systemic risk taking: by insulating banks against
aggregate shocks (but not bank-specific ones), they create incentives to invest in correlated
activities. As a result, the economy's sensitivity to shocks increases and systemic crises can
become more likely. Capital requirements that directly incentivize banks to become less correlated
dominate countercyclical policies as they reduce both systemic risk-taking and procyclicality. 
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Abstract
This chapter aims to examine and describe the impact and response of Asian debt crisis and global
imbalances particularly of emerging market economies. It is necessary to explain the related
backgrounds to address the objective. These backgrounds consist of Asian debt crisis, current
global imbalances situation and importance of emerging market driven economies. The content of
impact and response of Asian debt crisis and global imbalances of emerging market economies
will be also discussed. Furthermore, the effective policy implementation is suggested to tackle the
problems. In addition, the perforation and role of regional economic integration especially in the
ASEAN region as ASEAN Economic Community (AEC) will be included. This is possible
instrument to develop the economic integration level of this region to be deep economic
integration as single market to decrease the global economy imbalances and accelerate mutual
benefits.  
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Domestic investors in the Indonesian capital market (IDX) growing niche to be very depend on
the behavior of foreign investors (Panggabean, 2006). It is assumed that most of the domestic
investors in the IDX would have been doing this, by the caused by an axiom that the bargaining
position of foreign investors is stronger than the domestic investors and other emerging markets
[Chen (2001) and Wei, et al. (2009)]. This study try to investigate whether the herd behavior is
exist and whether the assumption that the foreign investors have the market by the caused
instability [Neal, et al. (2002) and Wang (2000)], is true or just a myth, during the period
2006-2011. There are three objectives of the study: 1) To prove whether the conduct domestic
investors herding behavior in IDX 2) To prove whether the trading of foreign investors cause the
herding behavior 3) To prove whether the foreign and domestic investors affect the stock
volatility. Trading Using the data from 2006 to 2011 it is found the existence of herding behavior
in IDX, and moreover using VAR analysis, it also indicates that the occurrence of herding
behavior by the caused by negative feedback trading from foreign investors. The volatility
analysis using Parkinson and Garman-Klass methods, found the stock volatilities in IDX increased
by the caused by the interaction of foreign and domestic investors.  
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Profitability is considered as one of the microeconomic determinants of corporate capital
structure. However, according to the capital structure theories and empirical research in the field,
the direction of the relationship between the level of debt and profitability is not obvious. This
study aims at verifying the significance and the direction of the way profitability affects capital
structure on a sample of private firms across 9 EU countries. It contributes to the existing research
by exploring the relationship in three cross-sections: across industries, across size groups of firms
and across countries. In the theoretical part of the paper, literature review is presented on the
profitability as a determinant of financial leverage. In the empirical part the correlation between
several capital structure ratios and profitability measures is examined in order to find out how the
country-specific factors, industry specificity and the factors related to firm size influence this
relationship in the period 2000-2010. Multivariate regression models are estimated for clusters of
similar countries, industries and size groups. The data is provided by the BACH-ESD database
published by the European Commission. The differences observed between the correlation signs
across countries, industries and size groups indicate that the way profitability influences financial
leverage is affected by macroeconomic and firm-specific factors. 
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The 2013 US shutdown had had its roots in the entire preceding year, at least. Despite the fact that
the shutdown's main reason is the fundamental debt crisis, the shutdown itself seemed to have
been more of a justification for a political power game among republicans and democrats.
However, among many real economic consequences, the crisis is suspected to have had an impact
on US government bonds. In this paper we use the reversed news model to analyze whether the
crisis and news related to it had had an influence on short-term bonds, i.e. treasury bills (T-Bills). 
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 This paper studies bank new equity offerings in response to recently strengthened Basel capital
regulation. Our empirical analyses investigate the determinants of issuing new equity and estimate
its costs in sample selection model. The key finding is that weak capital base is one of the key
driving forces of new issuance around the recently strengthened Basel regulation, though the
banks were not capital deficient relative to the current regulatory minimum. In sharp contrast to
the earlier studies, our empirical analyses provide supportive evidence for our penalty-aversion
hypothesis. The Japanese bank managers recognize the inconveniences associated with the
regulators' interventions and intend to shirk the costs of such restrictions on policies and actions
when banks fail the regulatory requirements in the future. Consistently with this hypothesis, our
empirical analyses also show that announcements of new equity issuance were associated with
statistically significant negative abnormal returns. Bank equity offerings in response to
strengthened regulation convey negative information on the risks of capital shortfall or associated
costs of future interventions. Our results show that announcement returns associated with
penalty-aversion issuing are greater than the returns associated with issuing for the repayment of
governmental funds, the returns associated with timing-discretion issuing, or the returns associated
with pure signaling issuing of the non-bank firm. Finally, we examine the determinants of
adjusting capital ratio through asset contraction as well as recapitalization, using the estimated
costs of recapitalization. Our results show that bank manager is more likely to choose the
adjusting mean whose deviation from the industrial average is greater. However, the results imply
that the issuing banks use the asset contraction complementally with recapitalization. 
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Central to the financial intermediation role of banks is their ability to constantly balance sources
and uses of funds in the face of liquidity shocks. In this paper we develop a stochastic dominance
efficiency model for liquidity risk diversification in a Lehman-type stress scenario, in line with
Basel III rules. The model yields a rank-ordering of assets and liabilities in terms of liquidity
contributions, taking into account profitability and capital adequacy constraints, while at the same
time it defines an optimal liquidity coverage ratio. Differences in the rank-ordering arise when
separating banks by size. Large banks turn out to be more self-insured against the upcoming
liquidity shock prior to the Lehman crisis, while small banks could improve their self-insurance by
holding more government securities and less agency MBS. Small time deposits support funding
liquidity the most, while demand deposits the least. The results also indicate that a minimum
liquidity coverage ratio of 1 under Basel III is a too lenient liquidity standard. 
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This study uses psychology theory to explore how managers use performance measurement
system (PMS) to induce behavioural change in employees. Based on interviews with 14
Indonesian senior bankers, the results suggest that PMS improves employees’ task and goal
cognition, and intrinsically motivates them by creating habit, promoting comfortable working
environment and healthy competition. Employees are also extrinsically motivated due to PMS
producing rewards and punishments, making employees ashamed for poor performance, and
including non-financial behavioral aspects in performance goals. The most significant is how the
perceptions of fairness and shame are enacted through multiple PMS uses and processes. These
findings are likely to have significant implications for managers in designing and implementing
PMS to maximise employees’ efforts and performance.  
Page 26/136
E-PROCEEDINGS
Is the CAPM Theory Still Alive in France CDS Market?
Jiajin Yang
Insurance Department, Economics School, Nankai University, China
Cathyyangnk@gmail.com
Mengyang Lin
Duke University, United States
sunnylinmy@163.com
Liuling Li
Economics School, Nankai University, China
liliuling@nankai.edu.cn
Bruce Mizrach
Rutgers University, China
mizrach@econ.rutgers.edu
Abstract
The CAPM theory of Sharpe(1964), Lintner(1965) and Mossin(1966) is empirically tested with
models. MLE is used to estimate parameters. France CDS market (2004:06-2010:03) is analyzed.
The model with SSAEPD error and GARCH-type Volatility is the best. The CAPM theory is not
alive in France CDS market. The Subordinate CDS's Beta values are smaller than those of senior
ones. The integrated relationship used in the RiskMetrics model of J.P. Morgan company is
documented. 
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We explore the degree of accrual-based earnings management and real activities based earnings
management, using data of all family and non-family firms listed on the Tokyo Stock Exchange
from 2004 through 2011. A priori family firms are expected to have lower agency cost because
family shareholders and management will be more congruent in pursuing mutual firm goals. A
founding family will also pay attention to the reputation of their firm and family in order to sustain
socioemotional wealth. We empirically assess the level of earnings management and investigate
whether the amount will be lower for family than non-family firms, and also identify which
method is more costly. The level of accruals and cost may vary among the type of the family
firms; that is, whether or not shareholdings are large and if the CEO is from the founding family.
With univariate analysis we find that the level of accrual-based earnings management measures is
higher for family than non-family firms for some selected measures, while real activities measures
are lower for family than non-family firms. With cross section regressions, we find that shares
owned by a founding family increase the level of accrual-based earnings management, while the
CEO dummy variable decreases it. For the level of real activities earnings management, we find
that family related variables decrease it. When we introduce economic measures related to costs of
earnings management: i.e., the choice of an auditor, the number of following analysts, the length
of operating cycles, market share, estimated distance to default, and effective tax rates, we find
that Japanese family firms utilize accrual-based earnings management more often than real
activities based earnings management. 
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Abstract
Using a cross-country sample of mergers and acquisitions, we examine the role of cultural,
institutional, geographic and managerial factors on post-merger default risk. Our results are
consistent with the asymmetric hypothesis that managers take advantage of the overvaluation and
volatility of their firm stock prices. We also find that geographic distance and industrial
diversification play significant roles in affecting post-merger default risk. We find limited
evidence indicating the relevance of institutional quality and culture on default risk. 
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The paper identifies failures of corporate governance that allow non-financial companies around
the world to develop hedging strategies that lead to hefty losses in the aftermath of the financial
crisis. The sample is comprised of 346 companies from 10 international markets, of which 49
companies (and a subsample of 13 distressed companies) lose a combined US$18.9 billion. An
event study shows that most companies that present losses in derivatives experience negative
abnormal returns, including a number of companies in which the effect is persistent after a year.
The results of a probit model indicate that the lack of a formal hedging policy, no monitoring to
the CFOs, and considerations of hubris and remuneration contribute to the mismanagement of
hedging policies.  
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Abstract The environment and climate change are the most complicated issues the world is facing
today. However, the most serious problem the human beings facing during the present days is man
made environmental degradation. Hence, there have been continuous endeavors across the globe
to measure and mitigate this problem caused by human activities. Conscious people are trying to
make their activities ‘green’ today and they are taking necessary steps for the benefits of present
population as well as the posterity. Banks as responsible corporate citizens are also adopting
remarkable steps all over the world to address this problem. They are adopting a variety of green
banking practices so that they can make little contribution towards the environment. Green
practices of banks are the efforts of the banking sector to keep the environment green and to
minimize the greenhouse effects. This paper discusses about customers’ perspectives on the
adoption and usage of various green banking practices introduced by the banks in the state of
Assam in India.  
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Abstract
Using PitchBook's private equity (PE) database of 5,068 PE funds from 44 countries spanning
from 2000 to 2012, we show that endowments are systematically associated with less pronounced
differences between unrealized returns and subsequently realized returns. Moreover, endowments
receive more frequent reports from their PE funds, implying more stringent governance. The
higher the reporting frequencies from a PE fund, the lower the extent to which the limited partners
will receive overstated performance reports. These findings are persistent after controlling stock
market conditions, legal and accounting disclosure environments, legal origins, fund and GP
characteristics, Limited Partnership types as well as cultural dimensions.  
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Abstract
This study aims to investigates and analyze the interdependencies of three main variables of loan
agreement. The three main variables are: collateral, maturity, and loan spread. This research is
applied in Asia-Pacific corporate area between 2006 and 2010. This study aims to investigates and
analyze the interdependencies of three main variables of loan agreement. The three main variables
are: collateral, maturity, and loan spread. This research is applied in Asia-Pacific corporate area
between 2006 and 2010. This study used two stage least square regression analysis. This research
used 6 models to describe the interdependencies of collateral, maturity, and loan spread to
determine the loan agreement. This study used secondary data in the Dealscan database with 548
samples of Asia-Pacific corporates in 2006-2010. This study shows interdependencies of
collateral, maturity, and loan spread. This research reveals that the main variable which affects the
loan agreement consideration is collateral. 
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The aggregate total assets of all Sovereign Wealth Funds (Swf) worldwide have increased
considerably yet again. Despite widespread economic uncertainty regarding the sovereign debt
crisis, volatility in many world financial markets and underperformance of certain asset classes,
sovereign wealth fund aggregate assets have jumped by over half a trillion dollars across
2011-2012. One of the reasons that Swf fund assets have increased by 15% in the last year is that
in recent years we have seen a number of new sovereign wealth funds launched and many of these
funds are now fully operational, or are gearing towards putting their capital to work. In addition,
while 2009 and 2010 saw several large sovereign wealth funds being used to withdraw capital in
order to balance governmental fiscal shortfalls, this activity has now tapered off. For example, as
of 2012 Russia’s Reserve Fund, which was drained of 50% of its assets across 2009 and had
$35bn withdrawn in 2010, has seen its assets again rise to over $61bn due to a cash injection
originating from the Russian government’s 2011 surplus. Elsewhere, China’s National Social
Security Fund’s assets under management increased to over CNY 0.9tn across the last year, and
the sovereign wealth fund hopes its total assets will exceed CNY 1.5tn within the next three years.
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Because corporate diversification and organization coevolve, diversification discounts widely
reported in the literature can be caused by organizational structure rather than the industrial scope
of the firm. The present paper examines this possibility based on a large sample of Japanese firms,
for which the legal (parent-subsidiary) structure of organization is easily observable. I found a
significant discount for diversified firms with and without a control for organizational structure. I
also found that firms with a legally segmented structure (e.g. holding companies) are discounted
by the market. These diversification and organizational discounts are robust to alternative controls
for endogeneity, such as firm-fixed effects and propensity-score matching. My results suggest that
diversification and organization are both important determinants of firm value. 
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Abstract
We show that the presence of high frequency trading (HFT) has significantly mitigated the
frequency and severity of end-of-day price dislocation. The effect of HFT is more pronounced on
days when end of day price dislocation is more likely to be the result of market manipulation.
Moreover, the effect of HFT is more pronounced than the role of trading rules, surveillance,
enforcement and legal conditions in curtailing the frequency and severity of end-of-day price
dislocation. We show our findings are robust to different proxies of the start of HFT by trade size,
cancellation of orders, and co-location. 
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This paper examine whether stock markets in G8 [G7 (Canada, France, Germany, Italy, Japan, the
United Kingdom, the United States) and China] are efficient. To conduct the analysis, we employ
several approaches. We first apply the mean-variance analysis and the CAPM statistics to examine
the performance of the G8 stock markets before and after the Global Financial Crisis (GFC) in
2008. We then apply the runs and multiple variation ratio tests to examine whether the markets
improve their randomness after GFC. Last, we apply the stochastic dominance tests to examine the
preferences of the markets before and after GFC for different types of investors, check whether
there is any arbitrage opportunity in these markets, whether these markets are efficient and
investors are rational. 
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This paper develops alternative analytical measures for the Degree of operating Leverage (DOL)
that reflect the impact of uncertain demand shocks in the product's market on optimal production
levels, sales and profits of the firm. The elasticity measures are constructed according to a
theoretical formulation of optimal production level that corresponds to demand shocks for given
predetermined levels of fixed cost. Our paper suggests two main findings. First, our analytical
marginal DOL is at least twice the traditional DOL depending on the structure of the shock, the
production function and demand's elasticity. The Traditional DOL is equal to our measure only
when large-scale negative demand prompts the firm to abandon production. Second, we also
provide an analytical measure of DOL in terms of elasticity of profit to sales rather than to
production level. Both theoretically and empirically elasticity of profit to sales can be better
measured and better reflects risk. To our best knowledge this is the first attempt in the literature
for such formulations. Our model can be used by managers who are well informed about the fixed
and variable costs of their firm. Our model determines the mean profit- risk trade off which is an
important factor in all investment decision problems. Keywords: 
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The demand uncertainty and risk of unsold shares accentuates agency problem between the issuer
and underwriter in the process of IPO. On the contrary to the agency problem, certification
hypothesis states that the reputation of underwriter is significant in determining the degree of IPO
underpricing. Well reputed underwriters are successful in reducing the degree of IPO
underpricing. In this study we argue that institutional approach through regulatory structure is
likely to have greater impact than that of the underwriter reputation. Indian regulator has
implemented mandatory grading of all IPOs. Therefore, due to IPO grade being disclosed through
regulatory filings is likely to suppress certification effect of underwriter reputation. This study
validates certification phenomenon associated with underwriter reputation in influencing degree of
underpricing in Indian IPO market. The regulatory norms can subdue the certification effect
associated with other agents. However, the study reveals that, though regulator has placed the
grading system to assess the quality of Indian IPO, the underwriter reputation plays significant
role in determining degree of underpricing. There is negative relation between the reputation of
the underwriter and degree of IPO underpricing. The study also finds evidence that issue expense
is significantly lower for highly reputed underwriter because they normally tend to underwrite
large size IPOs and hence in absolute term they gain more fees, therefore issue expense in terms of
percentage of issue size is found lower. This study also investigates the influence of lead manager
in controlling the liquidity on the listing day. The study contributes to the existing IPO
underpricing literature by adding new dimension of institutional approach in explaining the degree
of underpricing.  
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Merger and acquisition (M&A) activity in China has increased dramatically over the last 15 years.
This is due amongst other reasons to the remarkable growth rate in China’s economic output as
well as China’s admission to the World Trade Organisation (WTO) in 2001. However, research
conducted into the area of Chinese M&A activities remains relatively sparse. Moreover, such
research as has been conducted on Chinese M&A activities is generally discursive and is not
based on rigorous statistical analysis. This paper provides more concrete empirical evidence of the
impact that Chinese M&A activities have on the shareholders of acquiring firms by examining the
returns of 279 randomly selected Chinese acquiring firms covering the period from 1990 until
2008. We also contrast our empirical results with those obtained in the prior literature for western
economies in order that we might identify the underlying reasons for the differences which appear
to exist between the wealth effects of Chinese and western M&A activities. Furthermore, this
paper analyses the impact of employing different modes of consideration (that is, payment
methods) on Chinese acquiring firms both in terms of the average abnormal returns (AARs) and
the cumulative average abnormal returns (CAARs) using a 24-day event window surrounding the
takeover announcement date. We also identify potential reasons for the differing economic
benefits that appear to arise from using cash as against alternative modes of consideration for the
shareholders of Chinese acquiring firms. Finally, we test if the pre-takeover stock values of
acquiring firms have any relationship with the modes of consideration chosen to finance Chinese
M&A activities (Hansen 1987). Our study makes three principal contributions to the M&A
literature: i) Chinese acquirers overall have positive abnormal returns surrounding the takeover
announcement date. This contrasts with the vast majority of prior western literature which reports
negligible and often negative benefits for acquiring firms (Martynova and Renneboog, 2008); ii)
Alternative modes of consideration have higher abnormal returns than cash deals. This also
contrasts with the prior western literature where cash deals tend to have higher CAARs than
non-cash deals (Martynova and Renneboog, 2008) ; iii) Finally, and consistent with the model of
Hansen (1987), we find that in Chinese M&A activities alternative modes of consideration only
earn higher CAARs than cash deals when the acquiring firm’s stock is highly valued. 
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The politicization of the corporate governance of Spanish savings banks was a key factor to
explain the collapse of this sector. This paper focuses on the effect of political influence within the
Board of Directors of these organizations and provides empirical evidence about the factors that
have influenced their performance and failure. The relationship between the performance of
savings banks and political influence, the coverage ratio, efficiency and size has been investigated.
The study documents a negative association between the percentage of savings banks’ board
members with political connections and performance. The findings show that the presence of
politicians on the boards of savings banks led them to poor performance and weakened them. 
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Abstract
We investigate the long-run stock-bond correlation using a novel model that combines the
dynamic conditional correlation model with the mixed-data sampling approach. The long-run
correlation is affected by both macro-finance variables (historical and forecasts) and the lagged
realized correlation itself. Macro-finance variables and the lagged realized correlation are
simultaneously significant in forecasting the long-run stock-bond correlation. The behavior of the
long-run stock-bond correlation is very different when estimated taking the macro-finance
variables into account. Supporting the flight-to-quality phenomenon for the total stock-bond
correlation, the long-run correlation tends to be small/negative when the economy is weak. 
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Abstract
The European Monetary Union (EMU) survival is at risk. External imbalances, even if in clear
improvements, growing unemployment, poverty and inequality are impressive challenges to the
EMU policy. In his paper, Antimo Verde suggests a dramatic change in the European policy
aiming at addressing these macroeconomic imbalances. His central idea is a “Fund for the
macroeconomic syncronisation of national demands”. It is designed to face both the external
imbalances within the union and the poor internal demand and high unemployment in the Sothern
countries. He shows that his proposal is close other famous ones, like the 1977 Jenkins’one on the
suitable dimension of a federal budget and the 1943 Keynes’s Plan on external imbalances. Like
the Jenkins’ one, Verde’s proposal is doomed to meet strong opposition by Germany. 
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Abstract
The development of a liquid, sound and deep bond market has important positive spill-over effects
on an economy. A well-developed bond market increases the competitiveness and efficiency of
the financial system. Unfortunately, New Zealand has not done well in developing an efficient
bond market. The government bond market is relatively thin and the corporate bond market is
negligible. As a developed country NZ capital market is lacking in depth and variety of
instruments. Therefore it is interesting to study the factors that lead to this situation. In this paper
we study the German bond market in order to highlight the issues that throttle development of NZ
bond market. In addition we also study bond markets in a few developing countries to draw any
parallels. In conclusion we suggest a way forward for the development of the bond market in NZ.  
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Abstract
The body of research assessing the technical efficiency of Decision Making Units (DMUs) with a
special reference to Indian banking sector suggests that a majority of these studies have employed
Data Envelopment Analysis (DEA) analysis for measuring technical efficiency with
two-input/two-output or three-input/three-outputs or models with several combinations of various
input and output factors. In all most all the cases, the choice of input and output factors were based
on the judgment of the researchers. They lack the rigorous justification pertaining to the
appropriateness of or the efficacy of such input-output factors to measure the true technical
efficiency of the DMUs. The objective in this paper is to effectively assess the efficiency of the
DMUs by using a scientific method of input-output selection. Towards that end, this study
evaluates eleven select DEA models representing the intermediary approach with various
input–output factors and investigates the relationship between the computed efficiency scores and
a single performance measure of DMUs by using “Decision Tree” analysis. First, the relative
efficiency scores of 57 DMUs (representing private, public and foreign scheduled commercial
banks) from eleven different variable returns to scale (VRS) DEA models with input orientation
are computed. The results of the Decision Tree analysis indicate that two out of the eleven models
are the most appropriate to measure relative efficiency when intermediary approach is considered
to evaluate the banks. Next, the scale efficiencies are computed for these two models for the 57
banks. The results for VRS technical efficiency are interpreted and the banks which were
operating at their most productive scale size are identified. 
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Abstract
Macroeconomic fluctuations as reflected in exchange rates, interest rates and other
macroeconomic variables can be considered sources of good or bad “luck” for corporate
performance. We analyze sensitivities of CEO compensation in the US to macroeconomic and
“intrinsic” factors affecting compensation while allowing for asymmetry of sensitivities. Based on
a dataset of 3035 US-firms for the 16 years period up to the financial crisis of 2008 we find
significant sensitivities of CEO compensation to macroeconomic fluctuations creating incentives
to adjust operations or to conduct risk management. Using three measures of compensation we
find that cash compensation and realized compensation from stock options respond
asymmetrically to positive and negative macro shocks whereas awarded compensation from stock
options does not. We conclude that the asymmetry in realized compensation weakens the risk
management incentives created by symmetry in awarded compensation. Finally from our
decomposition of the variance of CEO compensation we find that about 30% of the time variation
is explained by macroeconomic factors. Based on our finding the policy conclusions for
remuneration committees are that firms with little ability to adjust to macroeconomic fluctuations
should use a benchmark free from macroeconomic influences while firms that can adjust
operations rapidly should allow these influences to impact fully or partially on compensation. 
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Abstract
I perform a factor selection model to investigate the relative importance of a long series of
variables that have been used in the literature in order to explain the leverage of firms. Using a
unique database of high quality and extensive accounting data of Norwegian private and listed
firms from 2000 to 2011, I show that a set of five factors seem to reliably explain the leverage of
three different types of firms, small non-listed firms, non-listed firms that fulfil the equity
requirement to be listed in Norway, and listed firms. These five factors are: profitability, asset
tangibility, the risk of sales, the median industry leverage, and the log of the assets. In addition, I
show that the signs of the core factors tend to agree with the predictions of the trade-off theory for
listed firms, but they tend to switch to pecking order patterns for non-listed firms, especially in the
case of small firms. 
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Abstract
Outside the U.S. short term and long term excess returns around share repurchase announcements
are positive. Long term (as well as short term) abnormal returns are positively related to
theundervaluation index (Peyer and VErmaelen (2009)). While short term and long term returns
are positively related to country governance quality, company-specific measures of governance
quality tell a different story : in the U.S. long term returns are significantly negatively related to
governance quality, while we find no such relationship elsewhere. This is consistent with the
hypothesis that US abnormal returns are at least driveb by reductions in agency costs of free cash
flow. 
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Abstract
Author estimates the perceptions of economic subjects tracked by stock market indexes and
Facebook activity and its impact on stock prices. Contribution of this paper is twofold. In the first
place, this paper studies unique data of Facebook activity and proposes the methodology for
employment of social networks as a proxy variable which represents the perceptions of news in
society. Next contribution is the contextualization of social networks principals to behavioral
economy. Overall, author fi nds the negative impact of Facebook activity on stock prices and
positive impact of stock market indexes. Author points the implications of the fi ndings to
protection of company's reputation and to investment strategy based on the existence of
undervalued stocks. Author also discusses the potential of social networks for prediction of
economic variables based on present perceptions of economic subjects. 
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Abstract
The equity premium (Mehra and Prescott (1985)) is still a puzzle in the scense of lacking
pursuasive exlpanations without assuming a high degree of the (traditional) risk aversion
parameter. In this paper, we question the “survival bias” and the “representativeness” of the
aggregation approaches in estimating the equity premia using only country-level indicators of
stocks and risk-free rate proxies such as Bonds or T-Bills. We prove the existance of the equity
premia by estimating returns from firm investments from acounting data (OSIRIS). Furthermore,
we investigate wholy its determinants in a global research setting. Our empirical resutls set light
on a revisit of the behavioral concepts, such as “attitudes toward risk”, “attitudes toward losses”
and “mental accounting”, and their contributions in explaining the equity premium puzzle. In a
general manner, we hypothesis that investors are “risk aversion”, “risk- seeking in the domain of
losses” and “impatience”. When investors are prone to these biases, they consequently demand a
higher equity premium compensating ad- ditional “risks”. Our research using international
investgation enables the possibility of including other potential factors to effect the equity premia.
Which results a wide angle view in solving the longervity remaining puzzle. 
Page 50/136
E-PROCEEDINGS
Clustering Real Estate Investment Trusts: Brazil versus United States
Fernanda Sousa Gabriel
Universidade Federal de Uberlândia, Brazil
nandassousa@yahoo.com.br
Karem Cristina de Sousa Ribeiro
Universidade Federal de Uberlândia, Brazil
kribeiro@ufu.br
Pablo Rogers
Universidade Federal de Uberlândia, Brazil
pablo.rogers@hotmail.com
Abstract
This research aims to cluster American and Brazilian Real Estate Investment Trusts – USAREITs
and BRREITs, respectively – based on their risk-adjusted measures of performance from
January/2003 to August/2013, as well as before, during and after the financial crisis of 2008.
Factor and Cluster Analysis pointed out three groups. Afterwards, Kruskal-Wallis and
Dwass-Steel-Chritchlow-Fligner pairwise comparisons were adopted to verify the statistical
differences between clusters. According to the results, it is possible to state that from
January/2003 to August/2013, the cluster that achieved the best performance was formed mainly
by BRREITs. In the same period, the cluster with the worst performance was formed mainly by
USAREITs. Analyzing the subperiods, the research was able to verify that before (January/2003
to May/2007) and during (June/2007 to March/2009) the financial crisis of 2008, the BRREITs
were able to form clusters with the best performance. Surprisingly, in spite of the fact that
BRREITs presented a better performance during the financial crisis of 2008, the results of the test
were not statistically different from USAREITs. Nevertheless, after (April/2009 to August/2013)
the crisis, BRREITs were concentrated in a cluster with the worst risk-adjusted performance. On
the other hand, USAREITs presented a more aggressive strategy and the best performance after
the crisis, whilst BRREITs presented a more conservative strategy during the same period. As a
suggestion for future studies, a more extended period and additional measures of performance
should be covered to better support our current findings. 
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Exchange Traded Funds (ETFs) are one of the innovative financial products to emerge from the
Financial Industry in the last two decades. ETFs have opened a new panorama of investment
opportunities to Retail as well as the Institutional Money Managers. Exchange Traded Fund is a
security that tracks an index, a commodity or a basket of assets like an index fund, but trades like
a stock on an exchange. At the end of March 2014, the Global ETF industry had 3,690 ETFs, with
8,039 listings, assets of US$2,297 Bn, from 196 providers on 57 exchanges. At present, there are
41 ETFs in India, which concentrate mainly on the Indices, Gold and Money Market. The first
Gold Exchange-Traded Fund was actually launched in March 2003 on the Australian Stock
Exchange under Gold Bullion Securities (ticker symbol "GOLD"). Gold ETPs are listed and
traded across the world providing investors with a wide variety of gold ETPs. This indicates the
importance of the gold ETP to the investors as a way to access the gold price. In this context, the
study is undertaken to assess the growth and progress of the Gold Exchange Traded Funds
globally, with a special emphasis on the Indian Gold Exchange Traded Funds as a decade has
elapsed since the introduction of the Gold ETFs. The period of study is since the inception of the
Gold ETFs i.e., 2003 to March 2014.The tools used for the analysis of the data are 3 Day Moving
Average; CAGR; and Correlation. F-test is used to test the hypothesis if there is a significant
difference in the Average Returns of the various schemes of the Gold ETFs. Gold ETFs have
emerged as an asset in the portfolio of the investors for the diversification of risk. Investors are
becoming aware of the new product and Gold ETFs are accepted worldwide which is proved by
cross listing and increase in the growth of the number of Gold ETFs and AUM of Gold ETFs.  
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Abstract
We use a sample dataset from the Australian wholesale money market to examine the effect of
relationships on execution costs in over-the-counter markets. We document two key findings
divided according to interbank market conditions. First, when markets are behaving normally,
execution costs are positively related to the relationship strength between the two trading parties.
Second, and in contrast to our initial expectations, we document a similar but even stronger
positive effect during market stress periods. Overall, these results suggest that relationships allow
banks to enter into mutually-beneficial and reliable trading partnerships – thus avoiding search
costs – but only at the expense of less attractive prices. 
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Abstract
Now- a- days financial services are growing day by day, banking activities are also growing. In
modern banking system, banks are providing many services to the customer. Sometimes, whatever
may be the reason; there is a deficiency of the services of a banker. It may cause a monetary loss,
inconvenience or damage to the reputation of the customer. Ombudsman is positioned as a distinct
redressal forum to deal with the complaints related to banking. This paper attempts to give
conceptual framework of Banking Ombudsman in India and selected countries in global. Analyses
were made on the reasons for the fluctuations in the number of complaints received and its
disposal. 
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Abstract
Traditional finance theories postulate that capital markets are efficient and that investors are
rational. Investors seek to optimize returns and risk. Markowitz, Fama and Samuelson pioneered
thinking in traditional finance in the fifties and sixties. Later on, objections were raised on the
assumption of rationality of investors. Investors were gradually seen in the light of emotional and
cognitive weaknesses that affect them. Traditional finance theories were considered to be too
narrow in demanding expected behaviour from investors, rather than actual behaviour. One actual
behavioural trait exhibited by investors, which is far from being rational, is overconfidence.
Investors may be overconfident in assessing their capabilities in investment management. The
present paper investigates into the existence of overconfidence among investors, their risk
tolerance levels and its impact on investment strategies adopted by them. 
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Abstract
This study focuses on investigating the factors influencing the capital structure of seven
companies listed in the pharma and biotech sector of the Karachi Stock Exchange. Leverage has
been designated as a representative of capital structure. Seven variables (all financial) are assumed
independent and leverage has been taken as the dependent variable forming the basis for our
pooled regression model. At an assumed 5% level of significance, three null hypotheses are
rejected. Reliability tests namely Cronbach’s Alpha measure is run in order to verify that the
model is stable over time. The results of this test suggest inconsistency in the case of the entire
range of the data but if considered individually the consistency, 5 out of 7 variables have positive
alphas. However, the conclusions drawn from the model are tentative. 
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Abstract
The study compares the performance of alternative implementations of both time-series
(Moskowitz, Ooi, & Pedersen, 2012) and cross-sectional (Jegadeesh & Titman, 1993) momentum
strategies across six markets. We find that over our sample period both types of momentum
strategies outperform in Australia, Germany, Hong Kong and the U.K. In the U.S. and Japan, there
is limited evidence of modest outperformance for time-series momentum but absolutely no
evidence of outperformance for cross-sectional momentum. Our major finding is that in all six
countries the optimal implementation of time-series momentum outperforms that of
cross-sectional momentum with the difference being significant in all but the Germany and U.S
markets. An important difference between the two momentum strategies is that under time-series
momentum, the size of the winner and loser portfolios vary with the state of the market. As a
consequence, cross-sectional momentum digs deeper to select winning stocks when markets are
weak and deeper to select losing stocks when markets are strong. As the information in the returns
signals are concentrated the tails of the return distribution, it then is not that surprising that
momentum is best implemented using time-series momentum.  
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Abstract
This paper examines the relationship between the ownership structure and the stock returns for a
sample of 185 companies listed on the Swiss Exchange for the period 2003-2010. The distinction
is made between family firms, widely held firms and those owned by another blockholder, as well
as between the generation of the family firm and the active involvement of the family in the
management of the company. The results of the study show that differences in the ownership
structure of companies have a non-negligible influence on the stock value and investment
strategies based on the latter provide significant abnormal returns. 
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Abstract
Focusing on pre-announced index deletions which induce liquidity needs by index funds and using
daily short selling data, we show that short sellers employ front-running strategies in which short
sellers sell stocks immediately after the announcements of deletions from index composition until
the actual deletion days and buy back stocks from the actual deletion days. We find that, while
short sellers can exploit profitable opportunities, their trading activities create temporary liquidity
shortages and destabilize stock prices. 
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Abstract
In this paper we re-examine the risk sharing potential of inter- generational financial
intermediaries taking into account their governance structure. We argue that asset buffers of
perpetual institutions are limited by the temptation of the living stakeholders to renegotiate
contributions and distributions. We characterize the renegotiation constraint and show that it
severely limits intergenerational risk sharing. Without renegotiation frictions, intermediaries
cannot provide higher welfare than a market. The existence of (self-imposed) renegotiation costs
relaxes the constraint. By forming a single monopolist intermediary, agents can further improve
welfare. 
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Abstract
We revisit the debate on the bene fits of financial integration by providing a unifi ed framework
able to account for gains from capital accumulation and risk sharing. We consider a two-country
neoclassical growth model with aggregate uncertainty. We allow for country asymmetries in terms
of volatility, capital scarcity and size. In our general equilibrium model, financial integration has
an e ffect on the steady-state itself. Because we use global numerical methods we are able to do
meaningful welfare comparisons along the transition paths. We find di fferences in the eff ect of
nancial integration on growth, consumption and welfare over time and across countries. This
opens the door to a much richer set of empirical implications than previously considered in the
literature. 
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It has always been disputed whether FDI has a serious impact on emerging sectors of the economy
of country? Various emerging sectors may eventually change the face of the economy of a
country. The impact of FDI in emerging sectors of the economy of country has eventually been
very prolific between India and Mauritius. By referring to facts and figures this model will be used
to demonstrate the extent of the impact and its importance. However, the paper is focused on the
Double Taxation Avoidance Agreement and how FDI is essential to the development of
developing countries which have few natural resources provided they have a strong institutional
and legal framework. What shall come out of this paper shall be able to convince both local
authorities, institutions and even other countries that FDI is essential for the development of a
country and to put shoulders together to encourage and promote bilateral business and financial
relations between India and Mauritius which have very strong ties indeed, in a win-win situation.  
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The degree of market segmentation has resulted in price differences for dual class equity at the
Chinese stock exchanges. The price differences among different types of shares from the same
firm can be directly affected by the changes of investment barriers and ownership restrictions
imposed by the regulatory authorities, or indirectly influenced by the changes of the fundamental
values of the firm. This paper investigates four possible channels from a firm’s fundamentals that
could link the prices of Chinese domestic investors’ A shares and foreign investors’ B shares, or H
shares. The proxies for these four channels are cash dividends, stock dividends, stock transfers
(transferring capital surplus to the stocks), and net asset values. The first two channels are related
to a firm’s dividend policy. Our empirical results from 90 Chinese firms with A and B shares, and
79 Chinese firms with A and H shares in the period 1997-2012 show that cash dividend payments
significantly reduce the A-share price premium over B shares or H shares. Consistently with the
prediction from the signaling hypothesis about the stock dividends and some empirical findings
from the Chinese equity markets, we find stock dividends positively affect the A-share price
premium over B shares. Thus, stock dividends are more valued by Chinese investors than by the
foreign investors. Stock transfers are found only negatively affect the A and H price differences.
The negative effects are also found from the net asset values on the A-share price premium over B
shares or H shares. 
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Abstract
In April of 2013, Bank of Japan (BOJ) where new governor of Haruhiko Kuroda has just was
inaugurated introduced Qualitative and Quantitative Easing (QQE). BOJ had introduced
non-traditional monetary policies such as not only QQE, but Zero Interest Rate Policy (ZIRP) and
Quantitative Easing (QE), which had not brought sufficient result. In this thesis we investigates
the extent to which change rate of monetary base and amounts of loan outstanding of banks and
other proxy variables affects both the nominal and real interest rates of 10 year JGBs. We used a
fundamental bond rate model based on Sargent (1969) and test the cointegration relationship
among the variables e testestimate based on cointegration approach. Then we estimate the model
with cointegrated relationship by Dynamic OLS and Error Correction model by GMM. Finally we
get the result that most coefficients of explanatory variables of those models are negative. It would
take much time for the process of economic recovery by the non-traditional monetary policies. 
Page 64/136
E-PROCEEDINGS
THE DECLINE OF PARTNERSHIPS AND RISE OF CLUB GOOD
STRUCTURES IN INVESTMENT BANKING
W. Travis Selmier II
Indiana University, Ostrom Workshop in Political Theory and Policy Analysis, United States
wselmier@indiana.edu
Abstract
Although little-appreciated, banking has long consisted of club goods and club good market
structures. 19th-century merchant banks were clubs consisting of a small number of partners and
apprentices crafting trade finance and helping to finance wars. This paper chronologically follows
the transformation of merchant banking into investment banks, then into the SIFIs of today
[Systemically Important Financial Institutions], through the prism of two areas of technological
change: new ICTs [information and communication technologies], and “internal” technologies of
an organizational or product-development nature. Over the course of this two-century
transformation, reputational capital plummeted in importance as needs for financial and
informational capital skyrocketed. Informational capital, once internally-developed, became
externally-acquired as firms bid for talent rather than growing it through mentoring.
Organizational flexibility, intense competition, and the time-critical nature of banking encouraged
rapid adoption of new technologies. Using emergent technologies, investment banks engineered
club good market structures to alleviate or transfer financial risk while enhancing profits through
hierarchical ownership within the club. Market and social governance implications are profound,
as this risk transfer occurs partly through pushing risk out of the club and into economy and
society. 
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Abstract
In the presented research I follow agency theory to assess the impact of managerial ownership on
the market value, performance, and risk of 12 listed Kazakh banks included in the Bloomberg list
from 2008 to 2013. After controlling for bank characteristics and macroeconomic conditions, the
findings show a negative relationship between managerial ownership (MO) and both market value
(Tobin’s Q) and performance (ROA and ROE). Moreover, there are statistically significant
relationship between bank performance and stock market capitalization, scaled to GDP of country,
and there is statistically significant negative relationship between Tobin’s Q and net interest
income to total operating income as a proxy for income diversity. The findings also show higher
risk-taking behavior (capital market indicators as risk measure, Z-score and the percentage of
non-performing loans in total loans as NPL/L). There is a positive relation between MO and Z -
scores, and negative relationship between MO and NPL, but the relationships are not significant in
statistical terms for Kazakh banks. Moreover, there are significant relationship between banking
risk and development of the financial markets which is proxy by private credit and stock market
capitalization, both scaled by GDP of country, and, there is statistically significant negative
relationship between debt intensity and risk. In effort to immunize the global financial system
from systemic risks, National Bank of RK and practitioners could find proposed results relevant
for regulation purposes.  
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In this paper, we examine whether managers use information included in stock prices when
making labor investment decisions. Specifically, we examine whether stock price informativeness
affects labor investment efficiency. We find that a higher probability of informed trading (PIN) is
associated with lower deviations of labor investment from the level justified by economic
fundamentals i.e., higher labor investment efficiency. This finding is robust to using alternative
proxies for stock price informativeness and labor investment efficiency, when we control for
earnings quality and mispricing, and when we address endogeneity issues. Furthermore, we
examine how the impact of stock price informativeness on labor investment efficiency depends on
labor union and financial constraints. Particularly, we find stock price informativeness helps
mitigating the adverse effects of labor union and financial constraints on labor investment,
respectively. Collectively, our results highlight the importance of information included in stock
prices for the investment in human capital.  
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Abstract
We investigate whether short selling can serve as a supplementary power of monitoring in
financial market. By employing the Difference-in-Difference approach and utilizing a regulation
change from SEC, which is so-called Reg SHO program, as an exogenous shock, we find that the
lifting of short sales constraints reduces stock price crash risk. These findings suggest that short
selling provides a supplementary monitoring power to the financial markets. In addition, we find
short sellers monitor the market by identifying the effects on the firms with higher magnitude of
agency problems and higher degree of information asymmetry. This study sheds new lights on the
theory of corporate governance, short selling and their applications, and provides a better
understanding of stock market and economy. Moreover, our results provide information that can
inform policy making within the regulation entities. 
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Abstract
This paper discusses the impact of manipulations of reference rates (e.g. Libor) on the profitability
of banks in interest rate derivative markets. In a first step, external data is used to analyse the
profitability in interest rate derivatives markets by comparing banks that manipulated interest
reference rates with other banks. In a second step, a bilateral interest rate derivatives trading
portfolio of two banks (including one bank that manipulated reference rates) is analyzed using
statistical methods to quantify the impact of the manipulations on profitability in contrast to other
contributing factors. Finally, the trading patterns in the aforementioned bilateral trading portfolio
are analyzed in order to observe potential changes during the time of manipulations. I show that
Libor-Panel banks that were fined for reference rate manipulations were able to generate a trading
advantage of approximately 0.56 basis points in trading interest rate derivatives in comparison to
Libor-Panel banks that were not fined for manipulations. This trading advantage led to additional
profits of approximately USD 17 billion per year in the years before 2009. In a second step, I
present some evidence that the observed trading advantage might be indeed the result of
manipulations of reference rates and that the manipulations might have already started well before
2005. Finally, I discuss the idea and provide some evidence that the banks involved in the
manipulations adjusted their OTC derivatives trading patterns in order to maximize their profits
from the manipulations. 
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Abstract
In this paper binary logistic regression model of default probability of Russian innovative
companies is offered. We find evidence that pace of growth and position of the company in the
economy measured by its size and age is useful predictor of default probability. We find, also, that
financial coefficients used by dominant Russian banks can`t produce good forecasts of innovative
companies bankruptcies, because firms are highly interested in manipulation of wildly used
financial ratios. Recent scientific research on the area in question is concentrated not on creating
new financial ratios but mostly on using existing models to improve our understanding of firms
financial policy decisions which are affected by credit rating considerations. We concluded that
regulators should show more discretion when checking a banks` credit portfolio, avoid exclusively
formal, regression models approach and insist on increase in capital provisions for non-performing
loans. 
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Abstract
A fundamental characteristic of emerging markets is the underdevelopment of legal institutions
and financial markets. Therefore, the marginal value of a firm’s cash holdings in emerging
countries can be lower than 1, due to high agency costs resulting from poor external corporate
governance. However, the marginal value of cash may also be high in emerging markets because
the information asymmetry between current and new providers of funds is high, which means that
it is difficult to access the (low quality) capital markets. We study for the industrialized countries
of China and Germany whether corporate cash holdings contribute to shareholder value in both
constrained and unconstrained firms. In contradiction to previous literature on emerging markets,
we find that the marginal value of cash is not smaller than 1 in China, so that agency costs do not
dominate. We, however, find marginal values of cash lower than 1 for unconstrained firms in both
countries, so that in these firms agency costs of cash holdings exist. For constrained firms we find
marginal values significantly larger than 1 in both countries. This implies difficulties in accessing
the financial markets for these firms. These difficulties prove to be larger in China than in
Germany for small and service firms, but not for high growth firms.  
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This study investigates the stock return volatility asymmetry and its relationship with equity
trading volume in the Indian stock market, using daily data from 2nd January 1997 to 30th May
2013 for S&P CNX Nifty. First, we employ GARCH, EGARCH and GJR-GARCH models to
examine the volatility pattern in the stock market. We also decompose the conditional variance
into a transitory and permanent component, modeled by asymmetric CGARCH, in order to check
the short run and long run movements of volatility. Second, contemporaneous trading volumes are
augmented in the volatility model to empirically verify the validity of Mixture of Distribution
Hypothesis (MDH). Then we compare the level of volatility persistence from the estimated
models i.e. before and after including trading volumes in the variance equation. The findings show
significant volatility asymmetry in the Indian equity market, supporting the leverage effect
hypothesis. Secondly, we find a positive contemporaneous relationship between volume and
volatility, validating the argument of MDH. Moreover, the results show that the volatility shocks
are highly persistent even after incorporating trading volume, contradicting the seminal findings of
Lamoureux and Lastrapes (1990).  
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This paper studies a dynamic continuous time economy with discrete dividend payment dates and
anticipative private information about future dividends. The economy is populated by informed
and uninformed investors as well as mimicking noise traders. Both competitive and strategic
informed behaviors are examined. The existence of a competitive and a strategic noisy rational
expectations equilibrium is demonstrated. Both equilibria are derived in closed form and their
properties analyzed. Weak-form efficiency is shown to fail. Informed trading is found to reduce
price volatility, hence to stabilize the market. Conditions for Pareto efficiency of equilibria with
private information are derived. Dynamic patterns are identified and equilibria compared. An
extension of the model to multiple dividend cycles is carried out. 
Page 73/136
E-PROCEEDINGS
Undesirable Outputs and Banking Efficiency in Colombia: A directional
distance Functions Approach
Camilo Almanza
Universidad del Norte, Colombia
almanza@uninorte.edu.co
Jose Ramos
Universidad del Norte, Colombia
jramos@uninorte.edu.co
Abstract
This paper present a two stage approach to analyze Colombian bank efficiency over the period
2000-2011. In a first stage we use DEA to obtained measures of bank inefficiency from the
directional distance function which allow us to take into consideration an undesirable output that
is represented by non-performing loans (NPLs). In a second stage we used a Tobit regression to
explore the effects of some environment and bank-specific factors on efficiency. We show that the
no inclusion of NPLs lead to higher bank inefficiency indicators, which are significantly different
from those obtained including NPLs. The results also suggest that foreign banks do not perform
better than its domestics counter parts. Finally, the regression analysis showed that the
environmental and banks-specifics factors had the expected effect, though in general not
significant, on banks performance.  
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Abstract
The seasonality associated with overreaction is well documented. This study investigates the
relationship between investor overreaction and the January effect for South Africa and Nigeria, the
two major stock markets in Africa. We hypothesize that investor optimism around the “New
Year” explains the positive excess January returns of losers. However, we don’t find evidence of
congruity in the behaviour of investor sentiments and return. Not that there was not a pattern
worthy of generalization; there were some regularities for both bourses as we find statistically
significant differences across portfolios. For monthly investor sentiments, however, we find only
the Nigerian Stock Exchange has investor sentiments that are differential; though for very few
months. Additionally, we investigate the overreaction effect on the Nigerian Stock Exchange
(NSE) as there is yet to be one such study for the bourse. For the JSE Securities Exchange (JSE),
what we investigate is the persistence of both anomalies in light of evidence of both the
overreaction and January effects on the bourse. The findings confirm the subsisting evidence of
overreaction on the JSE but we don’t find a January effect. Instead we find a “positive October
effect”. In regard of the NSE, we don’t find both anomalies. What we find are “February” and
“June” effects. 
Page 75/136
E-PROCEEDINGS
Ownership structure, dividend policy and dual-class shares: a study of Russian
public companies
Irina Berezinets
Graduate School of Management, SPSU, Russia
berezinets@gsom.pu.ru
Yulia Ilina
Graduate School of Management, SPSU, Russia
jilina@gsom.pu.ru
Lyudmila Alekseeva
ZAO PricewaterhouseCoopers Audit, Russia
lyudmila.alekseeva@ru.pwc.com
Abstract
This paper investigates the relationship between dividend policy and ownership structure in
Russian public companies. The study of the link between dividends and ownership concentration
is based on a sample of public companies with dual-class share structures. These shares were
traded on the Russian Trading System (RTS) in the period of 2003-2009. The authors explore a
broad range of factors related to ownership concentration. The results of the study allow for
conclusions on the impact of ownership concentration on dividend policy. There is an evidence
that this impact differs for dividends on ordinary and preferred shares. 
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Abstract
The mortgage crisis has revealed that the general knowledge about the riskiness of banks’ activity
is very limited. Also, the recent literature provides ambiguous results on the impact of banks’
strategies on banking sector risk. By analyzing the most prevalent banking strategies observed
before mortgage crisis among 360 banks across the globe, we show that there existed a wide
heterogeneity in the financial characteristics between the banks representing specific banking
models. We find that banks, which occurred the most profitable before the mortgage crisis also
experienced the greatest financial distress. Furthermore, the capital ratio itself did not show the
risk of banks heavily engaged in trading. We do find that the most risky banking model is when
banks specialize in trading and securitization. However the least risky seems to represent banks
with the traditional activities. However our evidence suggests the most “optimal” model from
risk-return perspective seems to be a well-diversified model, allowing for limited non-interest
activities including trading.  
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Network representations have been used in many fields to capture essential connectivity between
entities in a system. In this paper, we develop a framework to identify minimal interdependencies
between asset prices as explained by their systematic and idiosyncratic components. The
framework allows flexibility for inclusion of multiple relevant systematic factors, as well as
investigate the temporal evolution of the dependency structure. We demonstrate the applications
of our framework to specific contexts in order to study the structural changes occurring in the
asset price dependencies, and the role systematic factors play in these changes. Using designed
network measures, in each context we are able to assign significance to assets and systematic
factors for their extent of contribution to network connectivity. 
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This paper evaluates the strength of policy coordination in SADC as a prerequisite OCA criterion
toward sensible monetary integration. The underlying hypothesis goes with the assertion that
countries meeting OCA conditions to a greater degree face more stable exchange rates. The
quantitative analysis encompasses 12 SADC member states over the period 1995-2012.
Correlation matrixes, dynamic pooled mean group and mean group estimators, and real exchange
rate equilibrium and misalignment analysis are carried out to arrive at robust conclusions. This
study reveals that the Balassa-Samuelson effect holds true in the region. Furthermore, real
exchange rate equilibrium and misalignment analysis reveal that SADC economies are
characterised by persistent overvaluation with seemingly unlikely mean revertingtrend - at least in
the short term. This calls for further policy coordination and policy harmonisation in the region.
These findings are consistent with earlier studies inother developing regions. The findings in this
paper have important policy implications for financial sustainability and opt for
welfare-improving monetary integration in the region.  
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This paper explores the relation between institutional quality, trust and stock market participation.
In our theoretical motivation, agents update their beliefs in a Bayesian manner based on their
historical observations on frauds and they choose to invest in the stock market if their subjective
probability of fraud is sufficiently low. In accordance with this theoretical motivation, we develop
an empirical model, which tests the hypothesis that higher institutional quality is likely to lead to a
higher level of trust, together with the hypothesis that when the level of trust is sufficiently high,
agents choose to invest in the stock market. We use a large sample of European (SHARE survey)
data on households residing in fourteen European countries that have a large variation in
institutional quality. We find that institutional quality has a significant effect on trust and that trust
(particularly the part that is explained by institutional quality) in turn significantly affects stock
market participation. Moreover, our model takes into account the learning process of immigrants,
who experience a dramatic change in institutional quality. We find that the probability that an
immigrant participates in the stock market increases both with the institutional quality of the
country of residence and that of the country of origin. However, on average, the former is more
influential than the latter. We also find that immigrants with a higher level of education adapt their
level of trust faster to the institutional environment of the country of residence than those with a
lower level of education. The impact of the institutional quality of the immigrants’ country of
residence on stock market participation, relative to that of their country of origin, tends to increase
with education.  
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In this paper, I examine the effects of adding non-traded sector and trade in intermediate goods
sector, and their impact on the 'Backus-Smith' (BS) puzzle and the features of the non-traded
output. Conventional IRBC models show that the real exchange rate and the terms of trade is
positively correlated to the relative consumption movement between the home and foreign
economies when there is a total factor productivity shock, while the correlation in the data is
negative. I develop a two-country, dynamic, stochastic, general equilibrium (DSGE) model with
staggered price setting in non-tradable sector and international trade in intermediate goods sector
due to product differentiation in a high asset market frictions situation. When the world economy
has positive country-specific productivity shock, the benchmark model successfully solves the BS
puzzle and is able to match several features of the data. The dynamic responses to productivity
shock show that integrating product differentiation is necessary to generate a more volatile and
counter-cyclical non-traded output. 
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This empirical study considers the impact of market states on future industry returns. We
investigate whether an industry’s past relative performance in the same market state as the current
market state predicts the industry’s future performance. This new approach sorts industries into
portfolios to test whether market states can be used to construct profitable dynamic industry
rotation strategies. We argue that the results provides strong evidence that market states predict
future industry returns. 
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Abstract
Abstract: Diversification has its obvious benefits but its pursuit can involve a trade-off between
risk-controls and returns. We investigate this trade-off by examining the relative performance of
diversified versus concentrated portfolios where both are formed on the basis of the same stock
preferences. Using US equity mutual funds as our data base, we establish that the concentrated
portfolios achieve the better performance both for long-only and long/short portfolios. This
highlights the potential for investors to do their own diversification using concentrated funds
rather than have the funds do the diversification. It also highlights that the stocks selection skills
of the managers may be lost by their portfolio construction endeavours. 
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This paper covers Asian stock exchanges to empirically examine market responses to M&A
announcements, and changes in management strategy made by listed banks from long-term and
short term aspects. We get difference results between short term analysis and long term analysis.
The long term results suggest that banks wealth effects from acquisitions need long terms, at least
three years. The promotion or demotion of every strategy is widely difference among legal
systems and regulation system and each combination. The courtiers whom adapted English origin
legal system and high rating and private monitoring refutation systems tented to solute credit risk
problems, tend to become being sound banks. The short term cross-sectional results suggest that a
cross-border diversification strategy anticipates value creation and that investors are not interested
in industry diversification. Investors evaluate banks with a purpose of future expanding loan
business through a mutually complementary acquisition. And we can explain the short term
cross-border effect through national characteristics: it is strongly related to national credit ratings.
Investors welcome IMF relief programs and expect weak economies to strengthen. The effect is
also strongly positively related to the degree of a country’s economic freedom and has
relationships with cross-sectional coefficient values and Asia’s legal and market systems.
Furthermore, in case of alliance acquirers, loosen sting circumstance of barriers to foreign-bank
entry, loosen bank action restrictions and large private monitoring promote better banking sector
outcomes though cross-border transactions. 
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Using a broad US sample, we examine the determinants of transferability and standby status in
rights offerings, and the market reaction around three critical dates/periods that occur during the
rights offering process: announcement date, price release date, and subscription period. We find
that audit quality plays a major role in designing the features of rights offerings. We also find that
the subscription period price reaction is negatively related to the issue price discount. However,
we do not find any support for the impact of shareholder takeup after controlling for issue size and
beneficial ownership. We also fail to document any support for the impact of shareholder takeup
on the price reaction around the announcement and price release dates. Moreover, beneficial
ownership and subscription price discount do not play any role in determining shareholder takeup.
These findings suggest that the impact of takeup depends upon institutional features that vary
internationally.  
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Abstract
In fundamental analysis, it is often the case that financial/accounting variables, price multiples and
risk premium are either knowingly or inadvertently treated as free parameters without any
restriction. However, there exist endogenously determined relations among them in market
equilibrium. Therefore seemingly plausible estimates may lack internal consistency, though each
of them is “reasonable” if considered separately. Using the simple Gordon model with the
sustainable growth rate, we clarify what relations must hold among financial/accounting variables
and price multiples in equilibrium and what implications they have for the change of risk premium
and the “reverse yield” gap.  
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Anecdotal evidence indicates that corruption is rampant in the defence sector globally. Using a
unique database on firm level corruption risk in the defence industry, we examine the role of
country level and firm level antecedents. Among the country level factors we study are several
measures of institutional quality, governance systems and legislative oversight, explicit
mechanisms to control corruption and cultural factors such as power distance and uncertainty
avoidance. Our empirical results confirm that these factors indeed influence firm level corruption
risk. We also find that at the firm level, factors such as visibility, governance and shareholding
play a significant role in affecting a firm’s corruption risk. The results of our study also show that
the disclosure of corruption risk is associated with the mitigation of information asymmetry and
consequent increase in firm level market liquidity. 
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One explanation for why investors crowd into a given strategy, as in the Quant Crisis of 2007,
even when they understand its negative implication is that they are often simply not aware of the
extent of crowding. In this paper, we build a simple model that formalizes this intuition. To derive
excessive crowding, our model relies on two ingredients: (i) an investor's investment decision
imposes a negative externality on other investors, and (ii) investors are uncertain about the amount
of competing capital at play. The model then allows us to analyze regulations regarding disclosure
of capital committed to a strategy. Interestingly, we nd that it is suboptimal to disclose the amount
of capital perfectly to the investors to mitigate the crowding, and that there is a case for strategic
blocking of the information. We show that the implementation of the optimal disclosure policy
requires a commitment device without which there occurs a policy trap. 
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In this study, we examine characteristics of Specified Purpose Acquisition Companies (SPACs)
used as a financing tool and entrance to the U.S capital markets for companies from China in
period 2004-2011. We offer the evidence that, similarly to evidence obtained in studies on reverse
mergers focusing on China, SPACs that focus on China are not different in their characteristics
from other SPACs. We test for the performance of the SPACs focused on China and show that
their performance is not inferior to the performance of other SPACs listed in the U.S capital
markets. On the contrary, an investment in the equally weighted portfolio of SPACs with focus on
China provides higher absolute return than an investment in the equally weighted portfolio of
other SPACs. In addition Chinese focused SPACs are more likely to execute merger
combination.This evidence establishes that, on average, SPACs focused on China are as equally a
valid investment choice as any other SPAC. 
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What drives banking performance is a little explored research topic, despite a large literature. This
paper reports findings providing new insights on what drives net interest margin, a key
performance indicator for the German banking sector. We estimate the link between performance
and few carefully-chosen critical bank-specific factors using the most up-to-date econometric
methods such as panel regressions using a Generalized Method of Moments with data over 13
recent years. The results show that credit risk, income diversification and size have significant
negative effects on net interest margin, as predicted by theory; capital adequacy has positive effect
as do liquidity risk. The paper also finds that the effect of concentration and macroeconomic
variables on net interest margin are feeble, not statistically significant. In our view, our finding
that credit risk, income diversification, size, capital adequacy and liquidity risk are significant
factors adds new understanding on German banking performance. 
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We provide evidence of considerable price and service differentiation between high- and
low-reputation underwriters that contradicts continuing suggestions of U.S. equity underwriter
collusion. High-reputation banks receive average reputational premia equaling 0.65% (0.47%) of
average IPO (SEO) underwritten proceeds, which constitutes 10% (13%) of their underwriting
spreads. Equity issuers receive significant incremental benefits, including higher offer values, for
the reputational premia they pay high-reputation underwriters. We model endogeneity of
firm-underwriter choice using a two-sided matching model and our results are robust to controls
for underpricing. Our findings also provide the first direct evidence of positive returns to
reputation-building in equity underwriting 
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Abstract
We approach a significant research topic by restating the test procedures in a novel manner and
applying an appropriate econometric methodology to re-examine three aspects of exchange rate
behavior. (i) Does the inflation (price) factor affect nominal exchange rate? (ii) Do relative interest
rates affect a country’s exchange rate; and (iii) Do the price and interest rate effects hold if
controls for non-parity factors are embedded in tests? The data series for this study are taken over
a long period. Also, the traditional factors of parity conditions are extended in this research to take
into account recently theorized and tested non-parity factors. The results surprisingly affirm, for
the first time, that both parity factors (prices and interest rates) and non-parity factors do affect
exchange rates significantly. In our view, these findings extend our knowledge of how currency
behavior is consistent with parity and non-parity theorems.  
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In 2010 The Basel Committee on Banking Supervision proposed Basel III capital treatment. One
of the goals is to prevent an excessive growth of credit in the banking sector. It allows to take into
account the macro-financial environment where banks operate. It could help to avoid or smooth
the consequences of crises. On the other side, this treatment binds the whole world economy
simultaneously. In this paper we propose an alternative type of buffer which obliges to make
additional reserves only the countries which take a risk. 
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A substantial amount of literature focus on whether investors should diversify across countries or
across industries (or both) to achieve improvements in their risk-return tradeoffs. The basic
method for identifying the relative importance of industry and country factors in international
stock returns involves the decomposition of returns into industry and country factors using least
squares dummy variables. Another strand of literature examines the similar issue by asking
whether international and domestic asset pricing models really lead to a different estimate of the
cost of capital. The close correspondence found between local and global pricing model to strong
country factors in the individual stock returns, consistent with the strong country effects found in
the first strand of literature. In this paper we derive and test the parameter restrictions implied by
the CAPM, given any particular country-industry decomposition. If the decomposition is
consistent with the CAPM it would suggest that country and industry factors are derived from the
risk-return characteristics of stocks. If, on the other hand, country and industry effects are not
consistent with the CAPM, it would suggest to the contrary that, irrespective of the risk-reward
relationship country and industry factors are additional independent factors helping to determine
stock returns. The empirical results suggest that generally industry factors are consistent with the
CAPM but not the country factors especially from June 1996.  
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Abstract
The International Banking scenario has shown major changes in the past few years in terms of the
Mergers and Acquisitions. Due to the financial system deregulation, entry of new players and
products with advanced technology, globalization of the financial markets, changing customer
behaviour, wider services at cheaper rates, shareholder wealth demands etc., have been on rise.
Mergers and Acquisition is a useful tool for the growth and expansion in any Industry and the
Indian Banking Sector is no exception. It is helpful for the survival of the weak banks by merging
into the larger bank. This study shows the impact of Mergers and Acquisitions in the Indian
Banking sector and two cases have been taken for the study as sample to examine the as to
whether the merger has led to a profitable situation or not. For this purpose, a comparison between
pre and post merger performance in terms of Operating Profit Margin, Net Profit Margin, Return
on Assets, Return on Equity, Earning per Share, Debt Equity Ratio, Dividend Payout Ratio and
Market Share Price has been made in case of ICICI Bank and SBI. In case 1, (ICICI Bank) Net
Profit and Return on Assets have showed an improvement after the merger but in case of the other
parameters there is no significant improvement in the performance. In case 2, (SBI), there is no
significant improvement in the performance after the merger as the merger was mainly in the
interest of the public. In the initial stage, after merging, there may not be a significant
improvement due to teething problems but later they may improve upon.  
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Abstract
This paper is going to compare the different factors of profitability in Islamic banks of MENA
countries and ASEAN countries. Factors of profitability include Bank specific factors and
Macro-economic factors. Generalized Method of Moments (GMM) Estimation is used. We found
some similarities and many differences between these two regions in factors of profitability of
their Islamic banks. 
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Our study examines whether price momentum strategy (cross section momentum effect on
long-short portfolios) can be profitable on Russian stock market. We testing the statistical
significance of zero cost portfolio excess returns. Our sample covers the period from 2004 to 2013
capturing different states of Russian economy. We implement relative strength strategy with 10%
quantile to construct equal-weighted 16 portfolios with different analysis and holding windows.
Consistent with Jegadeesh and Titman (1993), monthly portfolio returns are calculated on an
overlapping holding period basis. Our testing gets some recommendations for investors. Firstly,
investor may get successful results (1.5% excess monthly return) buying 3-month past “winners”
and selling 3-month past “losers” and holding such portfolios for 3 months during the whole
period from 2004 to 2013. Secondly, momentum strategy generates losses during the periods of
crisis (due to past “winners”) and recovery (due to past “losers”). Thirdly, investor can increase
the trading results by selling past medium – term “winners” and buying past medium – term
“losers” with average monthly excess return about 1.2-1.7%. In the pre-crisis period the
performance of momentum strategy is the best in comparison with other states of economy. We
show that momentum effect is stronger with liquid stocks of large capitalization companies. The
seasonal effect (January effect) is significant to build momentum strategies in Russian stocks. In
addition, our paper examines the impact of total transaction costs on momentum strategies. We
obtain that losers have substantially higher transaction costs than winners what is typical for
emerging markets. Nevertheless, buying past winners (with consideration of transaction costs)
allows beating the market during the whole analyzing period.  
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Fahlenbrach et al. (2012) find that listed US banks that performed worse during the 1998 crisis
also did so during the recent financial crisis. Their interpretation is that the poor performers were
stuck with a specific risk culture and thus were unable to adjust their performance to perform
better in the subsequent crisis. We investigate whether this risk culture hypothesis holds in a
European context. We utilize the fact that three rather similar Nordic countries, namely Finland,
Norway, and Sweden, underwent severe economic and systemic banking crises in the early 1990s,
while other European countries did not. Using a novel panel data set for the period 1994-2010, we
compare performance between the Nordic and European banks. If the risk culture hypothesis
applies in a broader context, and not only for listed US banks, we would expect only minor
performance differences between these two groups of banks. However, we find significant
performance differences, both during the period preceding the recent crisis (1994-2007) and
during the recent crisis (2008-2010). As such our findings are consistent with the view that the
Nordic banks have been able to adjust their business models in response to their traumatic crisis
experiences in the early 1990s.  
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Abstract
An Event study is a statistical method to assess the impact of an event on the value of a firm and is
common to various research areas, such as accounting and finance, management, economics,
marketing, etc. Event studies had been used to investigate the stock market responses to corporate
events. This research paper tests the effect of bonus issue declaration on the returns and the
liquidity of the stock in the market, following an event study approach. The event considered was
bonus issue declaration specifically relating to selected IT stocks. The results showed that there
was no significant effect of bonus issue declaration on the stock prices while there was sufficient
evidence of mixed abnormal return associated just prior to and on the announcement day.
However, there was a significant improvement observed in trading volume surrounding the
announcement and effective day of bonus declaration showing significant change in liquidity.  
Page 99/136
E-PROCEEDINGS
Valuing unlisted infrastructure debt
Frederic Blanc-Brude
EDHEC Business School, Singapore
frederic.blanc-brude@edhec.edu
Majid Hassan
EDHEC Business School, Singapore
majid.hassan@edhec-risk.com
Omneia Ismail
EDHEC-Risk Institute, Singapore
omneia.ismail@edhec-risk.com
Abstract
In this paper, we develop a performance measurement framework for unlisted infrastructure debt
instruments. Project finance covenants create significant and extensive control rights for lenders in
infrastructure project financing i.e. embed- ded options which have a substantial impact on
recovery rates. If these options are not taken into account, infrastructure debt valuation is likely to
be off by an order of magnitude. By developing a model of endogenous recovery rates, we can
derive more relevant and precise performance measures. Our academic contribution is to design a
valuation and risk measurement framework for project finance loans and to establish a
methodology for its calibration. Indeed, commonly used debt valu- ation methods are not suitable
for PF debt because they ignore the effects of debt covenants and embedded options on cash
flows. They also fail to take into account the path dependent nature of PF debt cash flows, which
springs from the extensive control rights of lenders. In addition, long-term infrastructure debt
instruments im- ply a degree of market incompleteness, which in turn implies the existence of
price bounds instead of unique values. Our methodology only requires a parsimonious dataset of
debt service cover ratios (DSCR) and base case debt service cash flows, along with a number of
standardised data points about individual instruments that are easily known at financial close. As
long as data about project debt cash flows remain limited, we use existing data to calibrate a
model of DSCR dynamics built as Bayesian Markov chain. Once the distribution of DSCRt is
documented, the dynamics of the free cash flow of the firm can be reproduced. Using a risk
neutral- ising probability transform, the Black-Cox decomposition and a debt renegotiation model,
the value of the firm's debt can always be derived. 
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During the last two decades corporate international diversification became a widely used growth
strategy. However, the majority of researches insist on its value-destroying pattern. Those of them
which were based on accounting studies’ methodology and used current performance measures are
likely to make an incomplete evaluation of corporate performance by accounting either for
operating performance or financial (cost of capital) effects of internationalization. We contribute
to the research literature by developing new approach for modeling the degree of internalization
(DOI) versus performance based on economic profit creation. It allows to measure strategic
performance by controlling simultaneously operating effects of internationalization, financing
effects and risks associated with internationalization (comprised in cost of capital). Our second
contribution is the study of the data from the emerging capital markets of BRIC including the
Russian market, which up to the moment has not been involved into research on cross border
diversification. The model has been tested at the sample of companies from 6 industries for the
period of 2005 – 2010. We documented a non-linear relationship between DOI and companies’
residual income (economic profit). We show that the relationship is mainly determined by
operating performance effects on economic profit while the cost of capital has a lower, but
significant effect. The only exception is the residual income of Indian companies, which depends
on financial performance.  
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This study examines stock returns behavior in Middle Eastern Countries by using two alternative
models of the process generating stock returns : the calender time model and the trading time
model. 
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On 18 April 2011, the Singapore Exchange (SGX) introduced co-location services to its equities
and derivatives markets. This paper examines the impact that this microstructure change has on
the pervasiveness of HFT activity and on the quality of SGX’s stock index futures market. The
results suggests that co-location services attract more trading interest from high frequency traders
on dual-listed stock index futures markets if there are crossborder profit opportunities i.e. markets
with alternative trading venues that have HFT presence. 1 Furthermore, dual-listed futures markets
do not compete for HFT orders but market participants on stock index futures bourses engage in
cross-border arbitrage trading strategies. Co-location services generate more trading activity,
improve the liquidity and ease the volatility of the Nikkei 225 index futures market. The quality of
the MSCI Taiwan index futures market, however, deteriorates as evident by the decrease in
trading activity, decline in liquidity and increase in price volatility. It suggests that HFTs in the
Nikkei 225 index futures market are primarily liquidity-supplying passive traders while in the
MSCI Taiwan index futures market they are primarily liquidity-demanding active HFTs. Finally,
high frequency trading on Singapore’s derivatives market is contingent upon prevailing market
conditions. That is, HFTs reduce their trading when price volatility increases. 
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Abstract
In this paper, we employ cross-sectional analysis to investigate the impacts of 14 fund
characteristics of a sample of 79 Asian hedge funds (AHFs) on their omega ratios during the
period of 1st January 2001 – 30th September 2013. We employ for the first time the omega ratio
as the performance measure for individual AHFs in the sample. Our study focuses mainly on
AHFs that survive throughout the entire sample period. Results show evidence of the significant
impacts of certain fund characteristics on the AHFs’ performance. Our model is found to be
well-specified and can be used by fund managers and investors to make their investments
decisions with AHFs. 
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Abstract
This research examines current growth in the Malaysian economy and the levels of debt and
borrowing Malaysia incurred in the post-2008 financial crises. An examination of available
economic data by Bank Negara Malaysia and other independent economic monitoring agencies in
addition to data available to the World Bank and IMF was utilized in the analyses. This research
concludes that the excess borrowing and excess money supply caused an artificial growth rates
and high public debt, budget deficit, and consumer debt ratio that puts burden on both the banking
sector and government’s ability to meet its future financial obligations in the wake of shock to the
global economy. This paper also suggests that the post-2008 financial crises accommodatiNG
monetary policy pursued by Bank Negara should have been revered early in 2010. This paper
further concludes that revamping in economic fundamentals and political reforms is needed in
addition to debt reduction in both financial institutions and non-financial enterprises with
government guaranteed loans. This phenomenon is described in this research as an economic
inertia. 
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The paper analyses the convergence of financial intermediaries – by determining bancassurance –
in terms of service innovation, focused on banking and insurance companies. The concept of
bancassurance is not clearly defined neither in theory nor in practice. Bancassurance can also be
determined from a functional and an institutional point of view. Functionally means the range of
financial services and includes the banking and insurance services. The institutional approach is
based on the organisational cooperation between banks and insurance companies or non-bank
institutions. For the customers the bancassurance primarily means the connecting of different
service providers, which originates from the cross-selling. Based on Hungarian national data, we
find that the penetration process, so the entry into insurance services – primary targeted life
insurance services - industry is mostly driven by banks in Hungary.  
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This paper tests the theoretical founded hypothesis that the surge of SWF establishments is
determined by three main factors: 1) the existence of natural resources profits, 2) the government
structure and 3) the ability to invest profitably in the domestic economy. We test this hypothesis
on a sample of 21 SWFs that were all established in the period 1998- 2008 by comparing them to
the countries that did not setup a fund in the same period. We find evidence for all three factors.
The results suggest that SWFs tend to be established in countries that run an autocratic regime and
has difficulties finding suitable opportunities for domestic investments. We do not find the net
foreign asset position of a country to be similarly related to the explanatory variables, indicating
that the establishment of a SWF is distinct from a national accounting result. Since our model,
based largely on economic criteria, predicts well the establishment of SWF, concerns over their
investment behaviour appear overblown. 
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Abstract
The management of Interest Rate Risk is one of the fundamental stones and very important
component in assessing the sensitivity of Assets and Liability of the banks and financial
institutions. The asset and liability sensitivity analysis can be done by quantitative assessment of
the effect of the changes in the interest rate on a NII and there is a functional dependency between
changes in the market interest rates and NII of the commercial banks. In this paper Asset and
Liability sensitivity is studied by analysing interest rate margins and calculating some relevant
ratios, Trend analysis done for selected banks assets and liabilities, Asset and Liability
mismatches were calculated by traditional GAP analysis and finally Interest rate shock analysis to
analyse positive, negative interest rate shocks effect on banks net margins. The impact of Asset –
Liability match, Interest Rate Sensitivity for the Assets and Liabilities and the consequent impact
on NII, NIM are analysed. For the study State Bank of India and Andhra Bank were selected. 
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Unlike US market, the consumption of gold in Indian market is very voluminous and in this study
we investigate the role of gold Exchange Traded Funds (ETFs) in price discovery process. We
examine the performance and pricing behaviour of US listed and Indian gold ETFs. We find that
Pricing Deviation is significant for gold ETFs listed in US and India but Tracking Error is
minimal and not significant for both the US listed and Indian gold ETFs. The analysis shows that
there is ample evidence to suggest that unidirectional causality exists between US listed gold ETFs
and spot prices of gold and it is the ETFs that are playing the price discovery role in US market.
The analysis also shows that bidirectional causality exists between Indian gold ETFs and MCX
spot prices of gold. The analysis shows that there is cointegration between spot prices of gold and
gold ETFs. Vector Error Correction Model was applied and it was found that US listed gold ETFs
play a significant role in the price discovery process. Impulse Response Function analysis shows
that the spot prices of gold respond to the shock given in gold ETFs. Further analysis of the
variance decomposition shows US listed gold ETFs contribute significantly to the information
share while Indian gold ETFs do not contribute significantly to the information share. In India,
most of the variance is explained by the spot prices of gold, particularly so because of the high
volume of trade that takes place in spot gold market. 
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The author is a Ph.D. Student and researches the field of risk management in project business.
With this article, he wants to give an insight into the range of possible risks in project execution.
This is not just about the management of financial risks, but many other types of risks, too. With a
large number of participants the author conducted a survey, using a standardized questionnaire.
The results of this survey are presented here. Topics are the importance of risk management in
general and risk awareness among employees. In addition, the article deals with the triggers for
risky projects in the construction industry and the state of enterprises’ internal regulation of these
issues. Exciting insights were found that can be of great interest even for managers of financial
risks. 
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Using Chinese firm level data for 2003-2012, this paper determines the factors that drive firms to
switch from single bank loan providers to multiple bank loan providers. The results show that
large firms are more likely to switch from single to multiple lending relationships. This study
finds that medium size and small firms with of high quality are more likely to have a single
borrower relationship while large and high quality firms are more likely to have multiple bank
relationships. Increasing market competition decreases the probability of single bank-firm
relationship. 
Page 111/136
E-PROCEEDINGS
Earning Management and Its Influence on Dividend Policy of Small and
Medium Enterprises in Thailand: Empirical Evidence from Listed Companies
in Market for Alternative Investment (MAI)
SUPACHET CHANSARN
School of Economics, Bangkok University, Thailand
supachet.c@bu.ac.th
THANYAKORN CHANSARN
School of Accounting, Bangkok University, Thailand
thanyakorn.s@bu.ac.th
Abstract
This study aims to examine earning management of 51 listed companies in Market for Alternative
Investment (MAI) of Thailand during 2002 – 2012. Earning management in this study is measured
by discretionary accrual based on Kasznik Model (Kasznik, 1999). Additionally, this study also
investigates the influence of earning management on dividend policy of these companies which
are measured by two indicators, including dividend payout ratio and dividend yield, by employing
fixed and random effects regression analyses. The findings reveal that listed companies in MAI
had high earning management due to high median of discretionary accrual in absolute term of 9.29
percent of total asset. Nevertheless, earning management of these companies exhibited a
downward trend during the study period. Moreover, earning management is found to have the
negative influence on dividend payout ratio of listed companies in MAI. That is, one percent
increase in discretionary accrual in absolute term as percentage of total asset will lead to 0.842
percent decrease in dividend payout ratio. In contrast, earning management is found to have no
influence on dividend yield. 
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This study examines the reliability of the OLS beta estimates in Indian stock markets by
considering the residual characteristics of the market model regressions. The statistics used
include the coefficient of determination (R2), the F-test for significance of the regression
coefficient, the Durbin-Watson test for serial autocorrelation, the residual autocorrelation function,
the Kolmogorov-Smirnov and Shapiro-Wilk tests for normality of the residuals, the presence of
outliers, and White’s test for heteroskedasticity. The results of the study indicate some serious
issues afflicting beta estimation in Indian stock markets, including: non-normality of stock returns
and of residuals, extreme standardized residual values, heteroskedasticity, residual autocorrelation,
and low R2. Thus, the simple market model is likely to result in biased estimates for beta in Indian
stock markets.  
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We examine the literature on the promise and the travails of the Euro, and the voluminous data on
current account balances, government debts and GDP for the Euro-11 countries (Austria, Belgium,
Finland, France, Germany, Greece, Ireland, Italy, Netherlands, Portugal and Spain that were
amongst the first to join the monetary union) to understand why, despite its ability to subdue
inflation in southern Europe (Greece, Italy, Portugal and Spain) and introduce a modicum of
financial stability and reasonable economic convergence of disparate economies, the Euro now
stands on the brink of collapse. We find that the ECB's same straight-jacket, one-size-fits-all
mechanism of fixing the target rates that contributed to Eurozone's economic stability and growth
has also inadvertently contributed to the current crisis. This is because the monetary union was
hurt significantly by the failure of the financial markets to allocate resources efficiently by
associating the market rate with the specific risk of the borrowing country. The fact that ECB
target rate closely followed the Taylor rule for the core Eurozone economies, mainly Germany and
Netherlands, plausibly contributed to this failure by making the Greek bonds seem just as risk-free
as the German bunds. The result was a cash outflow from the current account surplus Germany
and Netherlands to the current account deficit southern Europe, and once the ECB changed its
target rate to the midway position between Taylor rules for the core and the periphery, government
debt in the peripheral region became no longer sustainable. The other factors that may have
contributed to this crisis are also examined. 
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We find that the major determinants of the payout premium of firms after privatization are
improved firm operating performance and a prevalence of agency costs which are mitigated by
higher pay-outs. We examine up to 82,612 firm-years (up to 409 privatized and 6,193
non-privatized firms) across 26 countries. The privatized firm payout premium increases
substantively in civil law countries and is inversely related to the proportion of closely held shares.
It also increases with firm earnings, efficiency and growth opportunities. Our main findings do not
materially differ in respect to the international variation over time in the dividend tax penalty or
across the state of economic development in the country of firm privatization, and they are not
evident in industry sectors with high levels of regulation. We therefore provide an economic
rationale for the higher pay-outs of privatized firms. 
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  This paper tests the market relevance of investor relations activity directly employing a large
database of US and Chinese firms nominated for IR Magazine “best overall IR” awards measuring
investor relations quality. We find that effective IR activity leads to improved market valuations
for US companies, that high IR ratings will not necessarily lead to enlarged analyst coverage, and
that IR activity does not significantly affect stock liquidity. In addition, the valuation gains due
effective IR practices are similar for small and large US firms. For Chinese firms, we find IR
activity has no significant impact on coverage, liquidity, or valuation. In general, our results
suggest good IR practice is associated with higher market valuation, nit not through enhanced
stock liquidity or greater analyst coverage.  
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In the aftermath of the 2007-2008 global financial crisis, a series of measures has been proposed
to regulate the OTC derivatives market. The motivation is to increase the disclosure of the OTC
operations aiming to decrease the probability of crisis. The main objective of this paper is to
investigate how regulatory changes in the OTC derivatives market affect the non-financial sector.
The Brazilian FX derivatives market provides a natural experiment for the issue: in 2011 the
Brazilian government taxed short positions in FX derivatives to reduce the carry trade that was
causing the local currency to appreciate. This tax may undermine the FX hedges of non-financial
firms due to the pass through of banks. Therefore, this paper investigates whether and how much
of the increase in the cost of OTC derivatives is transferred to the non-financial sector. The results
show that the cost more than doubled for companies exposed to devaluation of the local currency
(for instance, importers). As the BRL-USD NDF quotation is high due to the interest rate
differentials, this cost increase is worrisome to the extent that it may prevent firms from hedging
their FX positions. 
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Board of Directors as an internal mechanism of corporate governance is the subject of various
studies substantial part of which provides evidence regarding the link between board
characteristics and company’s financial performance. This study is aimed to investigate the link
between board structure and performance of Russian publicly owned companies measured by
Tobin’s Q. Our sample includes 207 Russian traded companies that were listed on RTS (Russian
Trading System) during the four year period (2007 – 2011). The results show positive relationship
between Tobin’s Q and board size as well as gender characteristic of the board. The relationship
between Tobin’s Q and the percentage of independent directors was not identified. In addition it
was found that the presence of such board committees as audit committee, nomination and
remuneration committee and strategy committee does not necessarily mean any difference in
financial performance of these companies from those that lack mentioned committees. 
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Abstract
In light of the special characteristics such as high leverage and various capital constrains in the
banking business, valuing a bank may require the use of tailored valuation methods. This paper
compares the common valuation methods in the academic literature against the “real world”
methodologies. We reviewed 171 research reports on the valuation of some of the largest
European banks in 2011. The findings indicate that there is certain disconnect between the finance
literature and the real world. Equity analysts, in general, use valuation models that are more
closely adapted for valuing banks and not always follow what the literature advocates.
Consequently, there is room for further research to re-evaluate the current banking valuation
methodologies in the literature. 
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Abstract
We use the performance of foreign owned banks in China as a benchmark to evaluate the
competitiveness of China's domestic banks since joining the World Trade Organization (WTO) in
2001. The BankScope dataset containing 107 domestic banks and foreign banks for the period
2007 - 2012 is used. We find that although foreign banks are the most cost efficient, their
advantages in technology and governing structure are gradually caught up by domestic banks due
to competitive pressure. On the other hand, the profit advantages of domestic banks over foreign
banks are widening because of institutional arrangement, cultural and social networking as well as
the economy of scope. 
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Abstract
Some studies suggest that the interbank markets were frozen in the financial crisis in 2007--2008
because banks were holding too much cash. However other papers question the existence of such
behaviors in reality. This paper suggests signaling effects as an explanation to the absence of cash
hoarding. Our model indicates that banks may overinvest depending on the "health" of the market.
Whether banks are certain about their risks also plays a role in the signaling effect.  
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Abstract
Exchange rates have significant impact on small open economies when determining the changes in
the balance of payments, price dynamics, gross domestic product estimation, trends of domestic
savings, investments, money supply and demand and other economic indicators. Exchange rates
are especially important if the other factors remain unchanged, i.e. if the money supply or its
fluctuation does not sterilize the effects of changes in the exchange rates. Here, we analyze the
relationship of the exchange rates and the above-mentioned factors, which are undoubtedly
relevant for the Macedonian economy. Defining and measuring sustainable equilibrium real
exchange rate is especially important for those regimes of exchange rates found between the
extremes of currency boards and pure fluctuation - i.e. in the countries that have a practice to
manage the nominal exchange rate such as Macedonia. We focus on the fluctuations of the real
exchange rate, regardless of the nominal exchange rate regime, which can be distanced from its
equilibrium level because of price changes. We find that in the case of Macedonia, the real
exchange rate fluctuated around its equilibrium level and eventually converges to equilibrium in
the long-run. The analysis of the real exchange rate also shows economically significant relation
with fundamental factors such as degree of openness of the economy, net foreign assets, money
supply, real interest rates, and inflation. According to our empirical analysis, we conclude that in
order to achieve higher economic growth rates, Macedonia needs structural reforms, such as
encouraging the production of products with higher added value, investments in worker
productivity, creating more effective institutions, keeping a disciplined fiscal policy, and
continuous improvement the business environment.  
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Abstract
Measuring long-term economic performance can be tricky especially when plagued with entry and
exit (survivorship bias) and size e?ects. In this paper, we provide a new and simple method to
measure long-term value, which we call the “Value Path Analysis” (VPA) approach. By explicitly
taking into account size e?ects and potential survivorship bias, the VPA is not only a suitable
measure of absolute value over time, but is also a suitable means to compare economic
performance of two or more entities. In fact, we speci?cally trace the value paths on a daily basis
for chaebols (Korea’s large corporations) and non-chaebol stocks from 1980 to 2007 to better
understand their signi?cance to the Korean economy over the past 3 decades. 
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Abstract
The paper investigates the stochastic equilibrium by means of numerical simulation exercises. To
do so, it employs an algorithm adapted to spreadsheets (Excel). This algorithm borrows some
ideas from the conventional algorithm of Kubler and Schmedders (2001). The main difference is
that we do not estimate an explicit policy function. The modeling that supports the simulation
assumes a Markov process, as a way to simplify the problem and also the process of coordination
underlying it. The idea of Markovian dynamic economies is one of the simplest ways to model the
chained effects of sequential changes in exogenous variables, the transitions between one state and
another. The treatment of general equilibrium in financial markets with Markov processes is a way
of dealing with dynamic economies that evolve by stochastic processes and not simply
deterministic one as in sequential economies. This is a recursive dynamic model that incorporates
the propagation of changes in the state variables from one period to another. Markovian type
economies appear in the study of Kubler and Schmedders (2001) and served as motivation for our
research. We aimed to develop and implement an algorithm which allows a numerical
approximation to the exact equilibrium determined by the theory. To do so, following the
procedures of Schmedler and Kubler (2001 and 2005) and Judd et al. (2000), we made a program
in Excel for simulations with ten agents and fifty securities.  
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Abstract
Our paper investigates the role of banks in venture investment. Although the role of banks’
subsidiary venture capitals is well understood, less is known about the role of the bank itself in
equity investment for start-ups. We use a Japanese dataset, where the share of the bank’s direct
investment is the same as the bank venture capital investment, and report the following results.
First, bank direct investment fluctuates more than the bank venture capital investment, in other
words, is more influenced by the economic conditions. Further, we find that banks prefer to invest
in firms that are more profitable. This indicates that banks avoid taking risk in venture investment.
Second, we find that the subsequent operating performance of bank-related IPOs is higher,
particularly in the case of IPOs invested in by the bank itself in the first round. This indicates that
bank investment reduces the conflict of agency cost by playing a role both as creditor and as
shareholders.  
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Abstract
We examine how the most prevalent stochastic properties of key financial time series have been
affected during the recent financial crises. In particular we focus on changes associated with the
remarkable economic events of the last two decades in the mean and volatility dynamics,
including the underlying volatility persistence and volatility spillovers structure. Using daily data
from several key stock market indices we find that stock market returns exhibit time varying
persistence in their corresponding conditional variances. Furthermore, the results of our bivariate
GARCH models show the existence of time varying correlations as well as time varying shock
and volatility spillovers between the returns of FTSE and DAX, and those of NIKKEI and Hang
Seng, which became more prominent during the recent financial crisis. Our theoretical
considerations on the time varying model which provides the platform upon which we integrate
our multifaceted empirical approaches are also of independent interest. In particular, we provide
the general solution for low order time varying specifications, which is a long standing research
topic. This enables us to characterize these models by deriving, first, their multistep ahead
predictors, second, the first two time varying unconditional moments, and third, their covariance
structure. 
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Abstract
Under the assumption of efficient and perfect capital markets, higher equity ratio leads to lower
equity risk and hence lower required return on equity, leaving weighted average cost of capital.
We investigate the implications of higher bank capital requirements using data from listed
European banks. We find that while less leverage reduces equity risk, there is still a role for the
low risk anomaly: lower risk bank equity does not exhibit lower returns than higher risk bank
equity. 
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Abstract
Previous papers consider optimal fiscal policy in an economy without involving money, or discuss
optimal monetary policy with homogeneous agents in reduced-form approaches, putting money in
the utility function, or imposing cash in advance. This paper studies optimal fiscal and monetary
policy with heterogeneous agents in an environment where explicit frictions give rise to valued
money, making money essential in the sense that it expands the set of feasible trades. In the spirit
of Mirrlees's private information framework and based on the search-theoretical environment, the
paper first solves the households' problem in the centralized and decentralized market, and derives
the optimality conditions. The paper then describes the problem the social planner faces by
involving uncertainty and agents whose types are continuous. By comparing the optimal
conditions in this general setting, we show that the Friedman rule is no longer optimal when
combined with nonlinear taxation of income. In addition, the optimal capital income tax rate is not
zero. 
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Abstract
Towards a robust banking environment, Qatari authorities declared in February 2010 that all
Islamic windows performing under conventional banks should be closed (Reuters, 2012), Qatar
Central Bank (QCB) rationalizes this decree in three folds. First, this decree creates a fair
competitive platform for the Islamic Banks, which will assure financial stability by giving fair
opportunity for both the conventional and Islamic banks to compete and prosper. Second, QCB
plans to specify different limit for capital adequacy based on Islamic Financial Services Board
(IFSB), such limit is different from conventional banks. Finally, the decision serves QCB’s vision
of the ideal monetary policy. The closing of Islamic window leads to easier management,
uncomplicated supervision, and efficient applying for both the required reserves and QCB rate
(Latham & Watkins, 2011). This project aims to study the impact of enforcing this decree on
banks performance. Furthermore the project objective expands to analyze what changes happened
to the Qatari banking system (both Islamic and conventional) after the decree, and whether the
anticipated goals by QCB are compliant with the reality. This study examines the performance of
the banks based on comprehensive performance evaluations such as the microeconomic,
macroeconomic and financial indicators of the bank to provide meaningful and precise
information from the available data 
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Abstract
Based on sixty four papers published between 1974 and 2011, this paper aims to portray literature
review on firm financial performance during post mergers and acquisitions period. Review of
M&A articles is based on various aspects of M&A performance like financial, human resources,
corporate governance/ ownership, cross border/ culture, merger wave, business cycle, type of deal,
type of industry. The paper classifies the existing literature into various sections, identifies the
gaps, and suggests the scope for future research. This is a pure review article and throws light on
information in relation to wide range of post mergers and acquisitions company performance and
shows the aspects of M&A performance that are possibly not touched in researchers.  
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Abstract
We analyze theoretically banks' choices of organization and leverage in branches and subsidiaries
in the presence of economic and financial synergies, government bailouts and default costs. We
compare with stand-alone banks. The social efficiency of a bank's choice is analyzed as well,
taking into account financial returns to scale and distortions caused by a bank's exploitation of
limited liability if there is a probability of government bailout. Leverage depends on the trade-off
between benefits of limited liability and bankruptcy costs, The choice of subsidiary vs branch
depends on a trade-off between organizational and financial synergies. We explore policy
implications under different assumptions about capital requirements and institutional factors.  
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Abstract
We attempt to apply the Generalized Autoregressive Conditional Heteroskedasticity (GARCH)
method to model the prices of food crops in major producing states in India. These methods are
specifically designed to model and forecast variables and their conditional variances or volatility.
We correct the equations for other possible extraneous economic, natural and policy effects and
decide the specifications with respect to relevant diagnostics. The forecasts of prices provide an
outlook for possible inflation at country level as also for investors world-wide and in India as
these prices have profound impacts on prices of financial instruments in the commodity market
and other competing markets.  
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Abstract
Even though it is generally recognised that new firms encounter difficulty in obtaining loans from
banks, little research is devoted to the factors which influence bank lending. More precisely, this
paper attempts to fill a gap in the research of bank lending practices and behaviour of bank loan
officers. A qualitative approach was employed as a research design because the study related to
lending practice and risk within the context of a social setting. There is no doubt that after the
biggest banking crisis in history, academic researchers and regulatory institutions will inevitably
ask questions about how banks behaved during this period. The upshot of recent academic
research is compelling and suggests that the regulatory institutions and politicians knew little
about the activities of banks – particularly in the UK. The findings in this research also reveal that
whilst German banks steer towards the Anglo Saxon banking model (shareholder approach); they
struggle to shake off their embedded culture and values, oriented towards the goodness of
communities (stakeholder approach). The findings also show that UK retail banks continue to lend
by distance and SMEs continue to believe that banks in Britain orientate their strategies towards
large multinational firms.  
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Abstract
In this paper, we establish a general framework for explaining the functioning of Artificial Neural
Networks (ANNs) in binominal classification. We apply this approach with one of the
conventional techniques namely logistic regression (LR) to predict credit rationing (CR) decision.
We use leave-one-out cross validation to ensure the robustness of the two classifiers. Based on a
survey data of 246 French Small and Medium Enterprises (SMEs), we highlight the imbalanced
learning issue as the class distributions of rationed and non-rationed firms are skewed. Using a
combination of oversampling and under sampling method called ROS/RUS approach; we
balanced the data in the learning phase and compared results with those obtained on the original
data. We estimated classifier’s performance based on confusion matrix, accuracy rate with paired
t-test, ROC curve and Area under the ROC curve (AROC). 
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Abstract
Traditional theories in finance literature postulates that capital markets are efficient and investors
are rational. Investors are assumed to be utility optimizers, behaving in a prescribed manner, and
as such, traditional theories are normative in nature. Harry Markowitz postulated that investors
construct portfolio on the basis of expected returns and its variance. Eugene Fama (Fama, Eugin,
1969) argued that markets are informationally efficient, correcting stock prices immediately to
relevant information, ensuring correctness of market prices. Later on, there were instances of
behavioural anomalies and irrationalities proved to be suffered by investors. Behavioural finance
emerged as a new thinking, alternate to traditional finance theories. The present study focuses on
anomalies of loss aversion, familiarity bias and anchoring. It is found that investors exhibit
substantial amount of aversion to losses, feel more comfortable with familiar things and also use
initial reference points for decision-making.  
Page 135/136
E-PROCEEDINGS
Powered by TCPDF (www.tcpdf.org)
Page 136/136

1 
 
DETERMINANTS OF LOAN AGREEMENT IN ASIA-PACIFIC 
 
Jemmy Gunawan1 
Universitas Surabaya 
 
Deddy Marciano2 
Universitas Surabaya 
 
James Bartle3 
BINUS Business School/University of New South Wales 
 
 
ABSTRACT 
 
 This study aims to investigates and analyze the interdependencies of three 
main variables of loan agreement. The three main variables are: collateral, 
maturity, and loan spread. This research is applied in Asia-Pacific corporate area 
between 2006 and 2010. 
 This study used two stage least square regression analysis. This research 
used 6 models to describe the interdependencies of collateral, maturity, and loan 
spread to determine the loan agreement. This study used secondary data in the 
Dealscan database with 548 samples of Asia-Pacific corporates in 2006-2010.  
 This study shows interdependencies of collateral, maturity, and loan 
spread. This research reveals that the main variable which affects the loan 
agreement consideration is collateral.  
 
Keywords: loan agreement, collateral, maturity, loan spread. 
 
BACKGROUND 
 
A company raises new funds from two sources: internal and external 
finance. Internal finance comes from internal sources such as retained earning. 
External finance involves obtaining financing from an outside source, such as 
bank loans, bonds, and shares. Internal finance is prefered by a company for three 
reasons. The first reason is because it is easier to access, the second reason 
because quicker to raise, and the third reason is internal finance has a lower 
flotation cost compared to external finance. One interesting issue regarding 
financing source alternatives are loans. Loans are considered interesting because it 
can give benefit in terms of cost saving for tax expense.  
 
The risk for Asia Pacific region is higher compare to the other developing 
countries, caused by the low level of information transparency (Godlewski and 
Weill, 2007) quoted in Limtiono, (2012). The other risk arises from moral hazard 
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aspect in developing countries. Dennis and Mullineaux (2000) as quoted in 
Limtiono (2012) said that moral hazard also influenced the given loan structure. 
Tanjung (2012) mentioned that Asia Pacific as a region with high risk and also 
has a lower information transparency compare to America and Europe. Marciano 
(2010) also believed that countries in Asia Pacific region have a higher risk 
compare to the other developing countries, because the information transparency 
in Asia Pacific is very low compare to the other developing countries. This 
situation also leads to a higher moral hazard problems in Asia Pacific countries 
caused by a higher asymmetric information. 
 
This research about determinants of loan agreement is interesting because it 
is carried out in a region where developing countries have good economic 
prospects but also high risk due to asymmetric information and moral hazard. 
 
THEORITICAL FRAMEWORK 
 
A loan agreement is a contract between a borrower and a lender which 
regulates the rights and obligation of each party, through a lending instrument. In 
a loan agreement there are three main issues that needs to be agreed by both 
parties: the loan spread, collateral, and maturity. These three components are 
related and influence each other. Below is the relationship between the three 
variables in the loan agreement. 
 
Signaling theory explains that collateral can be used as a tool to identify 
the borrower’s quality (Bester, 1985) as quoted in Tra, Pham Thi Thu & Lensink, 
Robert, (2006). A borrower’s quality can be seen from their response towards 
collateral request by the lender. Loan spreads are used by the lender to check the 
default risk of a loan, or to select between a good loan or a risky loan. The 
introduction of loan spread can also be a preventive action against the borrower 
risk. By referring to collateral and loan spread, high risk borrowers can be 
identified easily. Borrowers with high risk tends to choose loan agreement with 
low collateral and high loan spread from the lender. 
 
A different approach came from Pozzolo (2002). Pozzolo mentioned that 
banks will still need collateral and loan spread to identify borrower. The success 
rate of a borrower is determine by risk level of the borrower and also the 
performance capacity of the borrower it self. High risk borrower will also gives 
high credit risk for the bank. To minimize the risk, bank will increase the security 
level of its credit by requesting a high collateral from the borrower accompanied 
by a high loan spread as well. This research is based on two assumptions. First, 
collateral is more important for the borrower than for the bank. Second, borrowers 
can maximize profit by knowing their own performance and choose a suitable 
project based on the their capability. Collateral is more important for the 
borrowerand that is why the borrower will try their best to avoid default in loan, 
so in order not to loss their collateral. This can be done by choosing the right 
project based on the risk and capacity of the borrower. 
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H1: Collateral has a positive relationship with loan spread, collateral gives 
positive influence towards loan spread. 
H2: Loan spread has a positive relationship with collateral, loan spread gives 
positive influence towards collateral. 
  
Based on research conducted by Myers (1977), Smith and Warner (1979), 
Chan and Takor (1987) about agency costs, it was found that collateral has a 
positive relationship with maturity. Collateral and maturity have a positive 
relationship because either collateral or maturity can be used to overcome problem 
faced by the lender, regarding underinvestment and asset substitution by the 
borrower. The underinvestment issue occur when the company with a high risk 
loan status can get a loan for a risky project or for low risk project with small 
NPV. Asset substitution occurs when there is a fund transfers from lender to share 
holders. If the fund from lender can be managed well by the borrower, then the 
profit will be owned by the share holders, while if the fund from the lender 
experience a default, then the lender needs to be responsible for the loss. The 
solution for this problem is by shortening the maturity period of a loan, or by 
asking for collateral from a company. The positive relationship can be created 
from two conditions. First, if the lender wants to strengthen the monitoring 
activity, then the lender will shortening the maturity period of the and ask for 
collateral. Second, if the lender want to compensate for the loss if there is a 
default, then the lender will ask for a higher collateral but with a longer maturity 
period. 
 
Boot et al (1991) as quoted in Tra, Pham Thi Thu & Lensink, Robert, 
(2006) concluded that collateral and maturity have a negative relationship. The 
example given by Boot, provide a situation where the bank has an ownership issue 
and collateral liquidation, then the cost to ask for a lower collateral will be 
compensated for long maturity period. The reason behind this action is because 
with long maturity period, the bank will have flexibility to decide when the loan 
will be default, and also gives a chance to the borrower to pay off the debt. In this 
case, the bank takes advantage from the flexibility to reduce the collateral cost by 
lowering the collateral but compensate it with long maturity period.  
 
H3: Collateral has a negative relationship with maturity, collateral gives negative 
influence towards maturity. 
H4: Marurity has a negative relationship with collateral; maturity gives negative 
influence towards collateral. 
 
There is a dissenting opinion between researchers regarding the 
relationship of maturity and loan spread, because some researchers are still rely on 
the trade off hypothesis. In regard to this, maturity and loan spread have a positive 
relationship. This is because the longer maturity period of a loan, the loan spread 
will also become higher to compensate for the high level of premium risk caused 
by longer maturity period of a loan. It follows that maturity and loan spread have 
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a positive relationship. Other than that, based on the term structure of interest 
rates, longer maturity period means the uncertainty risk will also become higher, 
resulting in a high interest rate to compensate for the higher risk. 
 
Some researchers believe that maturity has a negative relationship with 
loan spread. High risk borrower will receive high loan spread and short term 
maturity from the lender to minimize the lender’s risk. The decision is made as 
part of monitoring action by the lender towards the borrower. The loan risk can be 
minimized for the lender, because with short term maturity period, so monitoring 
activity can occur more frequently.  
 
Based on the previous empirical research findings by Gottesman and 
Roberts (2002), there is a positive relationship between maturity and loand spread. 
Other research done by Strahan (1999) and Dennis et al (2000) find that there is a 
negative relationship between loan maturity and loan spread. 
 
H5: There is negative correlation between maturity and loan spread, maturity 
gives negative correlation towards loan spread. 
H6: There is negative correlation between loan spread and maturity, loan spread 
gives negative influence towards maturity. 
 
RESEARCH METHOD 
 
This research is based on applied research, since the previous research 
findings are still being developed in this area. Based on this purpose, this research 
is considered as causal research, since there is a specific and clear purpose for this 
research, which is to identify determinants of loan agreement in Asia Pacific 
during 2006-2010. Given the data we have this research is both quantative and 
experimental.  
 
A two stage regression analysis is used in this research, with dependent 
and independent variables. But this research is also testing the relationship 
between independent variables and the influence towards loan agreements, which 
means there is a dependent variable that can also be an independent variable. The 
dependent variables in this research are maturity, loan spread, and collateral. The 
independent variables in this research are firm size, loan size, ROA, profit before 
tax, liquidity ratio, syndicated, seniority, country risk, interest coverage and debt 
to asset ration. The relationship between dependent and independent variables is 
multivariate asymmetric, because there are several independent variables that 
influence dependent variable.  
 
Model 1 
Collat = Π1X +ε4 
Collat = Π1 [Debta, Profibt, Liquidity, Loan size, Firm size] 
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Model 2 
Lmat = Π2X +ε5 
Lmat = Π2 [Liquidity, Debta, Profibt, Firm size, Seniority, Syndicated, Country 
risk] 
 
Model 3 
Loanr = Π3X +ε6 
Loanr = Π2 [ROA, Profibt, Debta, Liquidity, Interest coverage] 
 
After we have the regression forecast results, the next step is to perform 
second regression analysis to see the relationship between three determinant 
factors of loan agreement. Several variables such as firm size, loan size, ROA, 
profit before tax, liquidity ratio, syndicated, seniority, country risk, interest 
coverage, and debt to asset ratio, are used as control variables. The model that we 
use is: 
 
Model 4 
Collatf =Πf1 X 
Collatf = Πf1 [Lmat, Loanr, Debta, Profibt, Liquidity, Loan size, Firm size] 
 
Model 5 
Lmatf = Πf2 X  
Lmatf = Πf2 [Collat, Loanr, Liquidity, Debta, Profibt, Firm size, Seniority, 
Syndicated, Country risk] 
 
Model 6 
Loanr = Πf3 X 
Loanr = Πf2 [Lmat, Collat, ROA, Profibt, Debta, Liquidity, Interest coverage] 
 
ANALYSIS 
 
The results for collateral forecast test show that there is a positive and 
significant correlation between collateral forecast with loan spread as a dependent 
variable. The positive relationship happens as a response from the lender 
regarding the borrower risk. A high borrower risk will make the lender request 
collateral for the loan agreement along with a high loan spread. The reason is that 
with a high risk borrower, there will be a need for collateral and a large loan 
spread to minimise the risk of the loan. Based on the research by Pozzolo (2002) 
this suggests that bank need collateral and give a high loan spread to a high-risk 
borrower. 
 
The results of maturity forecast test show that there is a positive and 
significant correlation between maturities forecast with loan spread as a dependent 
variable. The positive relationship happens as a response from the lender 
regarding the borrower risk. A longer maturity period in a loan agreement, results 
in  a higher uncertainty risk, which is why we still need a high loan spread to 
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compensate for this risk. On the contrary, when lender requires a short maturity 
period to the borrower, the loan spread asked by the lender is also small, because a 
loan with short maturity has a lower uncertainty risk, which results in a lower loan 
spread. This is also supports the terms structure of interest theory. Based on 
research by Tra, Pham Thi Thu & Lensink, Robert, (2006), there is a positive 
correlation between maturity and loan spread. 
 
Table 1. 
Regression Test Results Model 1-3 
Variable 
Collateral Maturity Loan Spread 
Coefficient t-stat Coefficient t-stat Coefficient t-stat 
C 9.5090 1.2630 125.7350 8.7640 130.014 22.8890 
ROA - - - - 8.327 0.2520 
DEBTA 0.1640 1.0520 -1.8410 -1.2200 -5.698 -1.4900 
LIQUIDITY -0.0003*** -2.8180 -0.0020*** -5.5780 -0.005*** -8.6120 
PROFIBT -0.3830** -1.9780 3.1280** 1.9980 -3.410 -0.8640 
FIRM SIZE -0.7630*** -5.1520 -5.4580*** -3.3020 - - 
LOAN SIZE -3.0270 -1.1480 - - - - 
SENIORITY - - -53.756*** -4.3700 - - 
SYNDICATED - - -5.6890* -1.7750 - - 
COUNTRY 
RISK - - 0.0560 0.0520 - - 
INT 
COVERAGE - - - - -0.0010*** -8.8730 
Adj. R-Squared 0.0950 0.0750 0.0810 
F-STAT 36.0610*** 5.8970*** 7.8590*** 
 
The results of collateral forecast test show that there is a negative and 
significant relationship between collateral forecast with maturity as a dependent 
variable. The negative relationship occurs as a response from the lender regarding 
the borrower risk. Based on the collateral, if the borrower risk is high, the lender 
will also give a loan with a short term maturity as a way to monitor the default 
potential of the borrower. Based on the research by Boot et al (1991) quoted in 
Tra, Pham Thi Thu & Lensink, Robert, (2006), it is stated that there is a negative 
correlation between collateral and maturity.  
 
The results of loan spread forecast test show that there is a positive and 
significant relationship between loan spread forecast and maturity as a dependent 
variable. The positive relationship occurs to minimize the loan risk. If the 
borrower receives a loan with a high loan spread, it means that the borrower risk 
is high. High-risk borrower will get long term maturity from the lender to 
minimize the default potenial of the loan. On the contrary, if the borrower receive 
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a low loan spread from the lender, it means that the borrower have a low risk. 
Further, if the borrower obtains a loan with short term maturity period, it is a 
positive signal to the market. A short term maturity period shows that the 
borrower is confident tin being monitored by the lender more frequently because 
the risk is low. This results also match with the research done by Gottesman and 
Roberts (2002) quoted in Tanjung, (2012), saying that there is a positive and 
significant correlation between maturity and loan spread.  
 
Table 2. 
Regression Test Results Model 4-6 
Variable 
CollateralF MaturityF Loan SpreadF 
Coefficient t-stat Coefficient t-stat Coefficient t-stat 
C 9.3960 7.4050 174.297 6.5390 21.594 0.6840 
COLLATERALF - - -133.532*** -3.3450 207.425*** 2.8890 
MATURITYF -0.0130 -0.6290 - - 1.655** 2.2180 
LOAN 
SPREADF 0.0080 0.6660 0.091** 1.9690 - - 
ROA - - - - -6.859 -0.2130 
DEBTA 0.1980 1.2960 0.731 0.4810 0.324 0.0980 
LIQUIDITY -0.0004** -2.4880 -0.004*** -4.4300 0.0003 0.3640 
PROFIBT -0.3330* -1.7240 -1.533 -0.7070 -7.756 -1.4310 
FIRM SIZE -0.8200*** -4.6470 -17.212*** -4.1420 - - 
LOAN SIZE -3.0450 -1.1430 - - - - 
SENIORITY - - -52.477*** -4.0410 - - 
SYNDICATED - - -6.239* -1.9590 - - 
COUNTRY 
RISK - - -0.458 -0.4150 - - 
INT 
COVERAGE - - - - -0.0003*** -7.7350 
Adj. R-Squared 0.0950 0.0750 0.0810 
F-STAT 36.0600*** 5.8970*** 7.8590*** 
 
The results of maturity forecast test show that there is a negative but 
insignificant relationship between maturity forecast with collateral as dependent 
variable. The negative relationship between maturity and collateral can be 
explained by the borrower risk. If the borrower risk is high, then the lender will 
give a shorter maturity period to assist monitoring the borrower. High borrower 
risk also lead to lender’s decision to ask for collateral to minimize the loss if there 
is a default. The research done by Boot et al (1991) as quoted in Tanjung, (2012) 
shows that collateral and maturity have a negative relationship. 
 
The results of loan spread forecast test show that there is a positive but 
insignificant correlation between loan spread forecast and collateral as dependent 
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variable. The positive influence is related to the borrower risk.If there is a high 
borrower risk, the lender will give a high loan spread with collateral. On the 
contrary, low-risk borrower will make lender to give a low loan spread without 
collateral. Pozzolo (2002) gives example that in a loan agreement with collateral, 
the loan spread is higher compare to the loan spread in a loan agreement without 
collateral. 
 
SUMMARY 
  
Collateral instrument in a loan agreement usually indicates short-term 
maturity debt. This is because if lender asked for a collateral, it means the 
borrower condition is not poor, and the lender would demand a short-term 
maturity. This will give implication for the borrower since the inability to get a 
long term maturity means losing a chance to do long term investment or 
expansion activity. Long term investment or expansion activity usually use long 
term financing. Collateral minismises losses borne by the lender and this can be 
further mitigated by a short term loan for monitoring purposes. 
Having a collateral in loan agreement usually leads to a high loan spread. 
This is because if the lender would demand collateral, the borrower condition is 
not good, so that the lender will also demand a high loan spread. The implication 
for borrower with a high loan spread means the borrower will be responsible for a 
higher interest costs. High interest will disturb the liquidity level and earnings of 
the borrower. Without income and current assets, the borrower’s financial 
performance will be degraded, and the borrower shall be deemed as a borrower 
with unfavourable credit quality. In the future, borrower with unfavourable 
reputation will face difficulties to get a beneficial loan, in terms of collateral, 
maturity and loan spread aspects. 
A borrower who get a loan with long-term maturity from the lender, usually 
will need to be responsible for a high loan spread. This is based on the term 
structure of interest, where is a longer maturity means the uncertainty risk of the 
loan is higher, which means a higher loan spread is needed to compensate the 
uncertainty risk. A higher loan spread means that the borrower will be responsible 
to pay a higher interest expenses to the lender, which is also means a lower 
earnings for the borrower. But with a longer maturity, the default risk of the loan 
will decrease. The implication of a high loan spread for the lender, it will decrease 
the risk borne by the lender, especially for uncertainty risk. A higher uncertainty 
risk means a higher return for the lender. The return level for the lender is 
obtained from the high loan spread given to the borrower related to the given loan. 
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